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Recommendation   #1 

The  department  provide  guidance  to  area 

agency  and  service  provider  personnel  which 

will  assist  in  consistent  and  accurate 
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Agency   Response:      Concur.      See  page  59. 
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The  department: 
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Agency   Response:      Concur.      See  page  59. 

B.  Reconcile  federal  financial   reports 
to  the  state's  accounting   records. 

Agency   Response:      Concur.      See  page  59. 

Recommendation  #3 

The  department  Community  Services   Division 
eliminate  delays  in   releasing  audit   reports 
to  area  agencies. 

Agency   Response:      Concur.      See  page  59. 

Recommendation   #4 
The  department: 

A.  Require  compliance  with   federal 
regulations  concerning   frequency 
of  meals  and   nutritional  content. 

Agency   Response:      Conditionally  concur.      See  page  60. 

B.  If  necessary,  seek  a  waiver  of  the 
specific  nutrition   regulations. 

Agencv   Response:      Conditionally  concur.      See  page  60. 
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The  department  inform  the  area  agencies 

on  aging   to  enforce  participant  eligibility 

verification   procedures  at  all   service 

providers.  8 

Agency   Response:      Concur.      See  page  60. 

Recommendation   #6 

The  department  prepare  supportable  schedules 

of  LIEAP  costs   from   its  accounting   records 
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Recommendation  #7 

The  department  change  its   regulations  to: 

A.  Require  LIEAP  recipients  to  notify  the 
department  when   there  is  a  change  in 

residence  or  type  of  fuel.  10 

Agency   Response:      Concur.      See  page  61. 

B.  Recompute  the  award  amounts  for  new 
circumstances.  10 

Agency   Response:      Concur.      See  page  61. 

Recommendation   #8 

The  department  determine  the  feasibility  of 

requiring   payments  to  the  vendors  be  made 

under  the   recipient's  name  and  account  number.  11 

Agency   Response:      Concur.      See  page  61. 

Recommendation   #9 

The  department  clarify  for  regional  offices 

to  what  extent   LIEAP  energy  assistance 

income  verification  can   be  used   for  weather- 

ization.  12 

Agency   Response:      Concur.      See  page  62. 

Recommendation   #10 

The  department  require  counselors  to   review 

client  financial   status   in  accordance  with 

its  policy.  13 

Agency   Response:      Concur.      See  page  62. 
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Recommendation   #11 
The  department: 

A.  Require  counselors  to  complete  an 
individualized   written    rehabilitation 
plan   for  each  client  before  services 

are  provided.  I  4 

Agency    Response:      Concur.      See  page  62. 

B.  Enforce   requirements   for  annual   reviews 
and   revisions  of  each   individualized 

written   rehabilitation   plan.  izj 

Agency   Response:      Concur.      See  page  62. 

Recommendation   #12 

The  department   require  counselors   to  document 

client  contacts.  14 

Agency   Response:      Concur.      See  page  62. 

Recommendation   #13 
The  department: 

A.  Separate  issuance,    physical  count,   and 

reporting   functions   for  foot  stamps.  15 

Agency   Response:      Concur.      See  page  63. 

B.  Maintain  adequate  ATP  and   food   stamp 

inventorv  control    records.  15 

Agency   Response:      Concur.      See  page  63. 

Recommendation   #1^ 

The  department  correct   the  Medicaid  control 

weaknesses   in   third-party   liability.  16 

Agency   Response:      Concur.      See   page  63. 

Recommendation   #15 

The  department  ensure  accuracy   when 

estimating   the  Medicaid   accrual   amount.  17 

Agency   Response:      Concur.      See  page  63. 
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Recommendation   #16 

The  department   implement  a   billinq   system 

to  facilitate  the  accurate  preparation  of 

federal  financial   status   reports.  19 

Agency   Response:      Concur.      See   page  6U. 

Recommendation   #17 
The  department: 

A.       Claim   non-general   fund   payroll    pro- 
cessing   fees  only  once.  20 

Agency    Response:      Concur.      See  page   64. 

R.  Make  a  cost  adjustment  of  $13,413  to 
the  appropriate  federal  programs  for 
duplicate  payroll  costs.  20 

Agency   Response:      Concur.      See  page  61. 

Recommendation   #18 

The  department  comply   with   0MB    Circular  A-102 

requirements   regarding   financial    reporting 

requirements  and   procurement  standards.  21 

Agency   Response:      Concur.      See  page  64. 

Recommendation   #19 

The  department  establisli  a   system   for   review 

of  all   block  grant  subrecipient  audits.  22 

Agency   Response:      Concur.      See  page  64. 

Recommendation  #20 

The  department  work   with   the  Computer  Services 

Division  of  the  Department  of  Administration 

to  develop  a   functional   disaster   recovery   plan 

for  critical  applications.  23 

Agency    Response:      Concur.      See  page  65. 

Recommendation   #21 

The  department   implement  control   procedures 

to  ensure  all   input  is  properly   processed.  24 

Agency   Response:      Concur.      See  page  65. 
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the  recommendations   relating   to  the  Medicaid 

management  information   system.  26 

Agency   Response:      Concur.      See  page  65. 
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The  department  maintain   documentation 

supporting  all   SRAS   transactions.  27 

Agency   Response:      Concur.      See  page  65. 
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The  department: 

A.  Account   for  all   property   items  on  one 

property   system.  30 

Agency   Response:      Concur.      See  page  66. 

B.  Establish  controls  to  ensure  accurate 
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Agency   Response:      Concur.      See  page  66. 
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The  department   record  all  assets   in  accor- 
dance with   state  policy.  30 

Agency    Response:      Concur.      See  page   66. 
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The  department: 

A.  Complete  the  tagging  of  all  assets  as 
specified   in  the  Montana  Operations 

Manual.  31 

Agency   Response:      Concur.      See  page  66. 

B.  Review  and   correct  the   location   codes 

assigned   to  assets.  37 

Agency    Response:      Concur.      Sec   page  66. 
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INTRODUCTION   AND   SCOPE  OF  AUDIT 

We  performed  a  financial/compliance  audit  of  the  Department 
of  Social  and  Rehabilitation  Services  (SRS)  for  the  fiscal  years 
ended  June  30,  1982  and  1983.  The  objectives  of  the  audit  were 
to: 


1 .  determine  if  the  department's  financial  statements  present 
fairly  its  financial  position  for  the  fiscal  year  ended  June  30, 
1983  and  the  results  of  operations  for  the  two  fiscal  years 
then   ended; 

2.  determine  if  the  department  complied  with  applicable  state  and 
federal    regulations; 

3.  provide  recommendations  to  management  for  improvement  of 
management  and   internal   inefficiencies;    and 

4.  determine  implementation  status  of  prior  audit  recommen- 
dations. 


In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing a   recommendation. 

We  tested  the  major  compliance  requirements  for  specific 
federal  grants.  The  federal  compliance  section  of  the  report 
beginning  on  page  17,  discloses  instances  of  noncompliance  with 
federal   laws  and   regulations,   and  any  associated  questioned  cost. 

We  thank  the  director  and  his  staff  for  their  cooperation  and 
assistance  during  our  audit. 

BACKGROUND 

The  Department  of  Social  and  Rehabilitation  Services  was 
created  in  its  present  form  by  the  Executive  Reorganization  Act  of 
1971.      SRS   is  a  multi-function   human   services  agency  that  provides: 

1.  assistance  to  qualified   families,    for  example,    food   stamps,   and 
aid   to  families   with   dependent  children    (AFDC); 

2.  medical  assistance; 


3.  child  and   youth,   aging,   and    social   services  programs; 

4.  medical    and    educational   assistance   to   developmentally   disabled 
and   the   physically   handicapped;    and 

5.  rehabilitation   of  the  visually   handicapped. 


The  department  also  maintains  the  Centralized  Services  Divi- 
sion to  provide  general  administrative  and  fiscal  support  for  the 
department,  its  Audit  and  Program  Compliance  Division  is  respon- 
sible for  ensuring  the  department  complies  with  federal  audit 
requirements.  The  division  also  performs  audits  of  Grant-in-aid 
payments  to  counties.  The  Program  Integrity  Bureau  provides  for 
quality  control  reviews  of  recipient  eligibility  in  AFDC,  medical 
assistance,  and  food  stamps;  program  effectiveness  reviews  and 
screening  of  fraud  reports;  child  support;  and  third  party  liabil- 
ity. 

AGING   SERVICES 

The  intent  of  the  Aging  Services  program  is  to  provide  social 
services  to  older  persons,  including  multipurpose  senior  centers 
and  nutrition  services.  Programs  deal  with  social  and  recreational 
activities,  employment,  transportation,  nutritional  needs  and  other 
requirements  of  the  senior  group.  SRS  develops  and  administers 
the  state  plan  for  Aging  Services  and  coordinates  the  system 
relating  to  program  activities.  SRS  designates  area  agencies  to 
administer  the  program  on  a  regional  level.  Each  area  agency  then 
awards  contracts  to   local   service  providers   for  desired   projects. 

Services  are  funded  primarily  with  federal  funds  under 
Title  III  of  the  Older  Americans  Act,  as  well  as  state  General  Fund 
moneys,   and   local   resources. 

Program   Reporting 

SRS  reports  aging  services  program  expenditures  to  the 
federal  Department  of  Health  and  Human  Services  quarterly. 
These  quarterly  financial  status  reports  are  compilations  of  area 
agency  prepared  statements,  which  are  based  upon  monthly  reports 
received   from  the  service  providers. 


We  visited  one  area  agency  and  one  service  provider  and 
reviewed  the  support  for  quarterly  reports  prepared  for  federal 
fiscal  years  1981-82  and  1982-83.  We  noted  incidences  wiiere  the 
area  agency's  quarterly  reports  did  not  agree  with  the  information 
on  the  monthly  provider  statements.  The  following  schedule  dis- 
closes the  amount  of  discrepancies   noted: 

Over    (Under)    Statement 
of   Expenditures   on 
Federal  Area  Agency   Reports   Based 

FLsca]    Year  Federal    Funding   Source  Upon   Provided   Statements 

1982  Title   III-B   Social   Services  $      806.10 
Title   III-Cl    Congregate 

Nutrition  4,879.98 

Title    II1-C2   Home  Delivered 

Nutrition  677,65 

1983  Title   III-B  $        (4.00) 
III-CI  426.37 
III-C2                                                                          (113.13) 

Source:      Compiled  by   the  Office   of   the  Legislative  Auditor 


This  area  agency's  problems  resulted  from  personnel  using 
inadequate  procedures  for  compiling  information  from  the  service 
provider's  monthly  statements.  One  problem  noted  was  the 
provider  not  submitting  its  monthly  statements  in  a  timely  manner 
to  the  area  agency.  Provider  statements  are  due  by  the  10th  of 
each  month.  Therefore,  timing  differences  occurred  when 
comparing  the  two  reports  each  month.  It  was  difficult  to 
reconcile  these  timing  differences  because  the  area  agency  did  not 
document  which  providers  submitted  late  reports.  An  employee 
from  SRS  performed  a  reconciliation  on  this  area  agency's  books. 
However,  this  employee  resigned  and  SRS  personnel  did  not  feel  it 
would  be  cost  beneficial  to  attempt  to  reconstruct  or  interpret  the 
reconciliation . 

Service  providers  must  maintain  financial  records  supporting 
monthly  statements.  We  reviewed  the  records  of  one  provider, 
associated  with  the  area  agency  visited,  to  determine  if  the  activ- 
ity reported  to  the  area  agency  is  properly  supported.  Financial 
records  of  the   provider   did   not  support   the  expenditures   reported 


on     the    monthly     statements    to    the    area    agency.       Also,     project 

income     reported    by    the    provider  was    less    than    actual     receipts 

shown     in     the    financial     records.  The    amounts    of    discrepancies 

noted  are  disclosed   in  the  following   schedule: 

Federal                           Federal  Understatement   of  Project 

Fiscal   Year                Funding   Source  Income    on   Provider's    Statements 

1982  Title  JII-B  $1,106.68 
Title  III-Cl  123.70 
Title   TII-C2  231.00 

1983  Title  III-B  $2,136.71 
Title  III-Cl  1,380.52 
Title   III-C2  150.90 

Source:      Compiled   by   the   Office   of    the   Legislative  Auditor 


This  provider's  problems  resulted  from  personnel  (1)  improp- 
erly recording  expenditures  and  receipts  in  its  financial  records; 
and  (2)  not  reconciling  monthly  reports  with  financial  records. 
Also  by  not  reporting  all  receipts  the  provider  could  avoid  a 
reduction   in   the  grant  award   for  the  subsequent  year. 

Similar  recording  and  reporting  problems  in  the  aging 
services  program  were  disclosed  in  our  1979  and  1981  audits. 
Some  of  these  problems  were  also  noted  in  the  federal  reports  for 
the  periods  October  1,  1976  through  September  30,  1979  and 
October  1,  1981  through  September  30,  1982.  Additionally,  audits 
performed  by  SRS's  Audit  Bureau  and  management  reviews 
performed  by  SRS's  Evaluation  Bureau  substantiate  the  magnitude 
of  these  problems. 

Prior  recommendations  to  SRS  included:  (1)  monitoring  area 
agencies  and  projects  to  assure  the  adequacy  of  record  keeping; 
and  (2)  developing  and  implementing  a  policy  requiring  subrecip- 
ient  audits  in  compliance  with  federal  regulations.  SRS's  Evalu- 
ation Bureau  performs  management/performance  reviews  of  area 
agencies  and  requires  area  agencies  to  evaluate  providers.  SRS's 
Audit  Bureau  performs  audits  in  compliance  with  federal  guidelines 
of  area    agencies    on    aging    and    selected    service    providers    for    each 


area.      Through   this   process,    SRS   has   identified   fiscal   management 
problems  at  area  agencies  and  contract  providers. 

Because  of  the  problems  found  in  Aging  Services,  which  is 
part  of  the  Social  Services  expenditure  program,  we  were  unable 
to  determine  the  reasonableness  of  expenditures  for  Aging  Services 
from  July   1981    to  November   1982. 

RECOMMENDATION    #1 

WE  RECOMMEND  THE  DEPARTMENT  PROVIDE  GUIDANCE  TO 
AREA  AGENCY  AND  SERVICE  PROVIDER  PERSONNEL  WHICH 
WILL  ASSIST    IN    CONSISTENT   AND   ACCURATE   REPORTING. 


Federal    Reporting 

We  reviewed  the  aging  services  Title  III  financial  status 
report  prepared  by  SRS  for  the  quarter  ending  September  30,  1982 
to  determine  if  activity  is  properly  reported.  Supporting 
documentation  did  not  substantiate  reported  activity.  Aggregate 
differences  in  expenditures  and  income  are  $25,607  and  $42, 
respectively.  SRS's  attempted  reconciliation  of  this  report  to 
supporting  documentation  was  not  successful.  According  to  SRS 
officials,  this  problem  was  discovered  when  a  key  employee,  who 
prepared  these  reports  but  lacked  fiscal  expertise  to  efficiently 
and  effectively  compile  the  necessary  information,  resigned  without 
leaving  adequate  support  for  the  work.  According  to  SRS 
officials,  procedures  were  implemented  to  facilitate  accurate 
preparation  of  reports  subsequent  to  September   1982. 

However,  during  our  testing  of  the  subsequent  period  we 
again  found  supporting  documentation  did  not  substantiate  reported 
activity.  We  noted  mathematical  errors  in  three  monthly  reports 
submitted  to  SRS  by  one  area  agency.  The  errors  resulted  in  a 
$842  net  understatement  of  project  expenditures  on  the  financial 
status  report  for  the  quarter  ending  September  30,  1983.  The 
errors  went  undetected  because  the  monthly  reports  were  not 
adequately  reviewed  by  SRS  personnel  for  mathematical  accuracy 
before    including    the    amounts    on    the    financial    status    report.      We 


noted  a  $186,101  addition  error  on  the  same  financial  status 
report.  This  resulted  in  an  overstatement  of  total  reported 
outlays  during  the  period  but  did  not  affect  the  total  amounts 
reported  on  the  financial  status  reports.  This  does  indicate  that 
there  is  not  an  adequate   review  of  the  reports. 

RECOMMENDATION   #2 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  IMPLEMENT  PROCEDURES  IN  THE  AGING  PROGRAM  TO 
FACILITATE  ACCURATE  PREPARATION  OF  FINANCIAL 
STATUS   REPORTS,    AND 

B.  RECONCILE  FEDERAL  FINANCIAL  REPORTS  TO  THE 
STATE'S  ACCOUNTING   RECORDS. 


Communication  of  Audit   Results 

When  the  Audit  Bureau  completes  its  audits  of  aging  services 
area  agencies  the  reports  are  submitted  to  the  Community  Services 
Division,  which  communicates  results  to  the  area  agencies.  We 
determined  that  only  one  of  four  reports  issued  by  SRS's  Audit 
Bureau  during  the  period  from  July  1,  1981  through  December  31, 
1982,  was  released  in  a  timely  manner  by  the  Community  Services 
Division  to  the  area  agencies.  One  report  was  never  released, 
another  was  released  over  nine  months  after  it  was  given  to  the 
Community  Services  Division,  and  the  other  report  was  released 
after  five  months.  The  untimely  release  of  these  reports  does  not 
allow  prompt  implementation  of  audit  recommendations.  Thus,  area 
agency  and   service  provider  financial   records   remain   inadequate. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  DEPARTMENT  COMMUNITY  SERVICES 
DIVISION  ELIMINATE  DELAYS  IN  RELEASING  AUDIT 
REPORTS  TO  AREA  AGENCIES. 


Nutrition   Services 

Federal  regulations  require  congregate  and  home-delivered 
meals  to  be  provided  at  least  once  a  day,  five  or  more  days  a 
week,  for  individuals  in  these  programs.  In  our  review  of  SRS 
records  and  those  of  one  provider,  it  was  determined  that  this 
requirement  is  not  being  met.  SRS  personnel  indicated  this 
problem  was  due  to  the  increase  of  persons  served  in  these 
programs  with  no  corresponding  increase  in  funds.  According  to 
department  personnel,  steps  have  been  taken  to  clarify  this  point 
and   seek  a   revision  or  waiver  of  these   requirements. 

Each  meal  served  by  the  nutrition  services  provider  must 
contain  at  least  one-third  of  the  current  recommended  dietary 
allowance.  There  is  no  review  of  the  provider's  compliance  with 
nutritional  requirements  done  by  the  area  agency  we  visited.  The 
area  director  indicated  she  was  unaware  of  this   requirement. 

RECOMMENDATION    #4 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  REQUIRE  COMPLIANCE  WITH  FEDERAL  REGULATIONS 
CONCERNING  FREQUENCY  OF  MEALS  AND  NUTRI- 
TIONAL CONTENT. 

B.  IF  NECESSARY,  SEEK  A  WAIVER  OF  THE  SPECIFIC 
NUTRITION    REGULATIONS. 


Participant  Eligibility 

The  service  provider  we  visited  does  not  verify  participant 
eligibility  for  aging  service  programs.  Individuals  receiving 
services  under  the  Title  III  grants  are  eligible  if  they  are  60  or 
older  and  their  spouses  regardless  of  age,  volunteers,  as  well  as 
disabled  persons  under  60  residing  in  housing  facilities  occupied 
primarily  by  the  elderly.  The  provider  director  stated  that  she 
has  lived  in  the  area  many  years  and  knows  who  is  eligible. 
However,  the  provider  serves  approximately  400  people  in  3  communi- 
ties.      Department    personnel    indicated    a    policies    and     procedures 


manual    on    aging,    that    outlines    eligibility    determination,    has    been 
distributed  to  all  area  agencies. 

RECOMMENDATION    #5 

WE  RECOMMEND  THE  DEPARTMENT  INFORM  THE  AREA 
AGENCIES  ON  AGING  TO  ENFORCE  PARTICIPANT  ELI- 
GIBILITY VERIFICATION  PROCEDURES  AT  ALL  SERVICE 
PROVIDERS. 


LOW-INCOME   HOME   ENERGY   ASSISTANCE   PROGRAM 

Our  audit  of  the  Low-Income  Home  Energy  Assistance  Program 
(LIEAP)  block  grant  covered  the  two  federal  fiscal  years  ended 
September  30,  1983.  During  this  period  awards  to  SRS  totaled 
$11,107,295   and   $11,704,418   for   1982   and    1983,    respectively. 

The  purpose  of  LIEAP  is  to  assist  low  income  households, 
especially  the  elderly  and  disabled,  in  offsetting  the  cost  of  home 
energy,  and  assure  that  they  are  made  aware  of  other  similar 
energy   related   programs   (e.g.,   weatherization) . 

The  objectives  of  our  audit  were  to  review,  test,  and  report 
on:  (1)       allowable       services,        (2)    recipient       eligibility,       and 

(3)  compliance  with  federal  and  state  regulations  governing  LIEAP. 
Accordingly,  we  have  examined  the  "Cost  Allocation  Sheets"  for 
the  periods  under  audit.  We  have  tested  the  financial  records  and 
related  documentation  of  the  LIEAP  block  grant  in  support  of  the 
letter  of  credit  under  the  grant. 

We  identified   the  following   weaknesses  during  our  audit. 

Accounting   Records 

The  federal  Omnibus  Budget  Reconciliation  Act  of  1981 
requires  that  the  state  establish  such  fiscal  control  and  fund 
accounting  procedures  as  may  be  necessary  to  assure  the  proper 
disbursal  of  and  accounting   for  federal   funds  paid   under  the  act. 

We  attempted  to  determine  the  department's  compliance  with 
federal  regulations  regarding  cost  limitations  for  administration  and 
weatherization    and    transfer    of    LIEAP    funds    to    other    programs. 
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The  department  did  not  complete  reports  for  these  funds  during 
our  audit  period  or  any  period  prior  to  February  29,  1984.  In 
addition,  adjustments  are  made  to  expenditures  throughout  the 
grant  period  and   for  a   year  after  the  end  of  each  grant  period. 

The  department  did  not  maintain  adequate  financial  records  to 
support  amounts  expended  for  LIEAP  and  for  subsequent  adjust- 
ments to  these  expenditures.  Subsequent  to  February  29,  1984, 
the  department  prepared  financial  schedules  which  summarize  the 
amounts  expended  for  the  LIEAP  program.  As  a  result  of  our 
review  of  these  schedules,  we  were  able  to  determine  the  depart- 
ment complied   with   the  following   federal   regulations: 

1.  No  more  than  15  percent  of  the  grant  funds  may  be  used  for 
weatherization   or  other  energy-related   home   repairs. 

2.  No  more  than  10  percent  of  the  funds  allotted  may  be  used 
for  planning  and  administrative  costs. 

3.  Up  to  10  percent  of  the  grant  funds  may  be  transferred  to 
programs  funded  by  the  health,  social  services,  and 
community  services   block  grants. 

4.  Up  to  25  percent  of  an  allocation  may  be  carried  over  for  use 
in  a   second  year. 

RECOMMENDATION    #6 

WE  RECOMMEND  THE  DEPARTMENT  PREPARE  SUPPORTABLE 
SCHEDULES  OF  LIEAP  COSTS  FROM  ITS  ACCOUNTING 
RECORDS   AT    LEAST   ANNUALLY. 


Change   in   Recipient  Status 

Tlie  Administrative  Rules  of  Montana  (ARM)  section  46.13.401 
sets  up  LIEAP  Benefit  Award  matrices  for  the  size  of  household 
and  the  type  of  fuel.  These  matrices  are  used  during  the  initial 
recipient  eligibility  determination  process  to  establish  the  award 
amounts. 

Current   regulations  adopted  by  the  department  do  not  require 
that    benefit    awards     be     recomputed     when     there     is    a    change     in 
residence     or     fuel     vendor     of     a     recipient.        The     ARM     section 
46.13.402(2)    and    (3)    indicate: 


(2)  When  a  household  changes  residence  or  type  of  primary 
fuel  during  the  heating  season  but  continues  to  be 
served  by  the  same  fuel  vendor,  no  change-in-circum- 
stance  adjustment  will  be  made  to  the  household's  benefit 
award. 

(3)  When  a  household  changes  residence  or  type  of  primary 
fuel  during  the  heating  season  and  is  also  served  by  a 
different  fuel  vendor,  the  household  may  request  to  have 
its  benefit  award   recomputed   for  the  new  circumstances. 


Since  the  previously  mentioned  sections  do  not  require  benefit 
awards  to  be  recomputed  after  a  change  in  residence,  recipients 
may  be   receiving  a   higher  award  amount  as  follows: 

1.  Change   in    residence  from  a   single   family   unit  to  a   multi-family 
unit  would   reduce   the  award  amount. 

2.  Change     in     primary     fuel     from     fuel     oil     to    electricity     would 
reduce  the  award  amount. 

This   would   conflict   with    the   basic   award   amount   criteria   as   estab- 
lished  by  the  department. 

RECOMMENDATION    #7 

WE     RECOMMEND     THE    DEPARTMENT     CHANGE     ITS    REGULA- 
TIONS TO: 

A.  REQUIRE  LIEAP  RECIPIENTS  TO  NOTIFY  THE  DEPART- 
MENT WHEN  THERE  IS  A  CHANGE  IN  RESIDENCE  OR 
TYPE  OF   FUEL. 

B.  RECOMPUTE  THE  AWARD  AMOUNTS  FOR  NEW  CIRCUM- 
STANCES. 


Landlord's  Account 

Under  the  LIEAP  program  when  an  individual  becomes  eligible 
the  vendor  records  are  usually  updated  to  include  account  informa- 
tion on  the  recipient.  We  found  that  an  eligible  recipient's  award 
amount,  which  was  being  paid  to  the  vendor,  was  under  the 
landlord's  name  and  account  number  on  the  vendor's  records.  In 
that  instance,    the  eligible   recipient  subsequently  moved. 
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If  this  recipient  or  any  eligible  recipient  did  not  contact  SRS, 
under  section  46.13.402(2),  ARM,  payments  could  be  made  for  an 
ineligible  recipient's  bill.  Because  the  account  is  under  the  land- 
lord's name  and  account  number,  a  subsequent  ineligible  tenant 
could  be  receiving  benefits  under  the  LIEAP  program.  The  cur- 
rent ARM  section  does  not  prevent  the  opportunity  for  abuse,  as 
described  in  the  situation  above,  from  occurring  in  the  LIEAP 
program. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  THE  FEASIBIL- 
ITY OF  REQUIRING  PAYMENTS  TO  THE  VENDORS  BE  MADE 
UNDER  THE  RECIPIENTS'  NAME  AND  ACCOUNT  NUMBER. 


Eligibility   Determination   for   LIEAP  V/eatherization 

According  to  provisions  set  forth  for  LIEAP  under  Public 
Law  97-35  section  2605(b)(2)(A)  and  (B),  participation  is  limited 
to  households  with  income  levels  that  do  not  exceed  150  percent  of 
the  poverty  level.  The  LIEAP  rules  established  by  SRS  indicate 
eligibility  is  determined  based  on  125  percent  of  poverty  level  and 
for  those  above  the  125  percent  poverty  level  medical  deductions 
are  taken  into  account  in  determining  eligibility  so  the  medical 
deduction  may  bring  the  person  at  or  below  the  125  percent  poverty 
level . 

The    LIEAP    weatherization    assistance    program    participation    is 
limited   to  households  with   income  levels  that  do  not  exceed   125   per- 
cent    of     the     poverty     level     without     taking     into     account     medical 
deductions. 

An  SRS  regional  office  in  charge  of  LIEAP  weatherization 
assistance  used  LIEAP  energy  assistance  award  notification  as 
automatic  eligibility  for  the  weatherization  program  for  four  out  of 
five  sample  items  tested.  LIEAP  energy  assistance  is  more  liberal 
than  weatherization  in  determining  eligibility  and  therefore  eligibil- 
ity criteria  for  LIEAP  energy  assistance  should  not  be  used  in 
determining    weatherization   eligibility.      Because   of  the   potential   for 
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ineligible  recipients,  we  reviewed  the  LIEAP  energy  assistance  files 
for  these  recipients  and  determined  that  they  were  all  eligible  for 
weatherization. 

RECOMMENDATION   #9 

WE  RECOMMEND  THE  DEPARTMENT  CLARIFY  FOR  REGIONAL 
OFFICES  TO  WHAT  EXTENT  LIEAP  ENERGY  ASSISTANCE 
INCOME  VERIFICATION  CAN  BE  USED  FOR  WEATHERIZA- 
TION. 


REHABILITATIVE   SERVICES 

SRS  provides  rehabilitative  services  through  district  field 
offices.  Rehabilitation  counselors  at  the  district  offices  process 
applications,  set  up  Individualized  Written  Rehabilitation  Plans 
(IWRP)  with  clients,  provide  counseling  during  the  rehabilitation 
process,  and  determine  if  clients  reach  their  goals.  The  division 
provides  the  district  supervisors  and  counselors  with  training  and 
supervises   rehabilitation  activities. 

The  federal  government,  under  the  Vocational  Rehabilitation 
Act  of  1973,  provides  80  percent  funding  for  the  program.  The 
balance  is  paid   from  the  state's  General   Fund. 

We  reviewed  the  program  to  determine  if  federal  and  state 
rules  and  regulations  are  mot,  and  noted  the  following  problems. 
These  problems  were  also  noted  in  the  prior  audit  report  of  the 
department. 

Income  Documentation 

Five  of  twenty-three  Rehabilitative  Services  (RS)  clients 
tested  for  income  eligibility  did  not  have  adequate  financial  studies 
documented   in  their  case  files. 

Although  federal  regulations  do  not  require  financial  eligibility 
determinations,  the  state  is  allowed  to  consider  a  client's  ability  to 
financially  participate  in  the  rehabilitation  programs.  RS  has 
elected  to  adopt  financial  needs  tests  for  certain  services.  Tests 
of  financial  need  are  required  at  the  time  of  initial  application  and 
at  least  annually  thereafter. 
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The  vocational  rehabilitation  manual  states  a  client  will  be 
considered  in  financial  need  if  he  has  insufficient  resources  to 
procure  reasonable  living  requirements  and  to  meet  the  costs  of 
necessary  vocational  rehabilitation  services.  Specific  financial 
resources  and  expenses  are  to  be  included  in  the  financial  sum- 
mary. The  form  used  by  RS  compares  the  clients  financial 
resources  to  expenses.  .  A  deficit  allows  the  counselor  to  use  his 
judgment  to  determine  if  a   need  exists. 

In  most  cases,  a  financial  summary  is  completed  upon  applica- 
tion; however,  the  annual  updates  are  not  completed.  One  client 
tested  for  income  eligibility  had  a  net  worth  of  approximately 
$196,000.  SRS  provided  services  of  $3,212  during  fiscal  years 
1981-82  and  1982-83  even  though  the  client  had  sufficient 
resources.  The  state  did  not  consider  the  client's  ability  to 
financially  participate  in  the  program. 

RECOMMENDATION   #10 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  COUNSELORS 
TO  REVIEW  CLIENT  FINANCIAL  STATUS  IN  ACCORDANCE 
WITH    ITS   POLICY. 


Individualized   Written    Rehabilitation   Plan    (IWRP) 

The  IWRP  describes  the  client's  vocational  objective,  services 
SRS  will  provide,  estimated  costs,  the  client's  obligations  and 
requirements,  and  a  time  schedule  for  goals  and  objectives.  The 
counselor  and  client  develop  the  IWRP,  which  serves  to  document 
the  mutual  commitment  and  sets  forth  the  responsibilities  of  the 
counselor  and  the  client.  The  Rehabilitation  Services  State  Plan 
requires  the  counselor  and  client  to  review,  revise,  and  evaluate 
the  plan  yearly. 

We  reviewed  30  client  cases  to  ensure  the  IWRPs  were  complete, 
reviewed  yearly,  and  updated  for  changes  in  the  rehabilitation 
objective.  Twenty-two  of  the  files  required  IWRPs.  Five  out  of 
the  twenty-two  did  not  have  an  IWRP  updated  annually  and  one  of 
the  five  did  not  have  an  initial  IWRP  established.  Without  an 
updated    IWRP  the  client's  progress  can   not  be  adequately  evaluated. 
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RECOMMENDATION   #11 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  REQUIRE  COUNSELORS  TO  COMPLETE  AN  INDIVID- 
UALIZED WRITTEN  REHABILITATION  PLAN  FOR  EACH 
CLIENT    BEFORE   SERVICES  ARE   PROVIDED. 

B.  ENFORCE  REQUIREMENTS  FOR  ANNUAL  REVIEWS  AND 
REVISIONS  OF  EACH  INDIVIDUALIZED  WRITTEN  REHA- 
BILITATION   PLAN. 


Contact  Documentation 

During  our  reviev/  of  RS  case  files,  we  found  inadequate 
documentation  of  counselor/client  contacts  in  five  of  twenty-four 
files  reviewed.  SRS  requires  counselors  to  contact  clients  every 
three  months,  unless  clients  are  in  plan  formation  or  interrupted 
services  status,  which  require  contact  every  eight  and  six  months, 
respectively. 

Counselors  said  that  although  they  contact  clients,  documen- 
tation is  not  always  included  in  the  files.  Counselors  indicated 
that  meeting   with  clients  takes  priority  over  documenting   contacts. 

RECOMMENDATION   #12 

WE     RECOMMEND    THE    DEPARTMENT     REQUIRE    COUNSELORS 

TO   DOCUMENT   CLIENT   CONTACTS. 


FOOD  STAMPS 

State  statute  designates  SRS  as  the  administering  agency  for 
the  food  stamp  program  in  Montana.  Responsibility  for  the 
program  rests  with  the  SRS  Economic  Assistance  Division.  Federal 
regulations  and  a  state  plan  prepared  by  SRS  provide  the  basis 
for  SRS's  administration  of  this  program. 

SRS  administers  the  food  stamp  program  through  certification 
and  issuance  offices  in  various  counties.  County  Welfare  Offices 
certify     clients     to     receive     a     specified     amount     of     food     stamps. 
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issuance   offices    provide   eacfi    client   witli    the   authorized   amount  of 
food  stamps  upon   receipt  of  an  Authorization   to  Participate   (ATP), 

Certification   and    Issuance   Controls 

Without  proper  internal  controls,  SRS  cannot  be  certain  that 
food  stamp  certifications  and  issuances  comply  with  federal  and 
state  regulations.  We  identified  the  following  internal  control 
weaknesses   in  our  testing  of  the  food  stamp  program: 

—At  three  of  the  four  counties  visited,  the  same  individual  who 
issues  coupons  also  performs  the  physical  inventory  count  of 
food  stamp  coupon  bool<s  and  prepares  the  monthly  reports 
sent  to  SRS.  The  welfare  director  usually  signs  the  report 
sent  to  SRS  but  there  is  no  actual  supervisory  review  of  the 
work. 

--Three  of  the  four  counties  visited  had  inadequate  ATP  and 
food  stamp  coupon  inventory  control  records.  The  inventory 
control  records  of  these  counties  do  not  provide  sufficient 
information  to  readily  determine  balances  on  hand.  The  SRS 
food  stamp  manual  requires  the  use  of  form  SRS-FS-23 
"Inventory  Record"  to  account  for  the  inventory  of  ATP 
cards.  Form  SRS-FS-42  "Coupon  Book  Inventory  Record"  is 
required  to  account  for  receipts/disbursements  of  coupon 
books.  Use  of  these  forms  facilitates  reconciliation  of 
perpetual  records  and  physical  counts.  Physical  inventories 
are  of  little  value  unless  proper  inventory  records  are 
maintained. 

--One  of  the  four  counties  visited  sends  all  ATP  cards  to  the 
issuance  office.  Clients  sign  the  ATP  cards  and  receive  their 
food  stamps  from  the  issuing  agent.  Federal  regulations 
require  that  ATP  cards  be  distributed  to  the  household 
(hand-delivered  or  by  direct  mail  issuance)  and,  in  turn, 
surrendered  to  the  issuing  agent  upon  receipt  of  the  food 
stamp  coupons.  This  procedure  prevents  the  issuing  agent 
from  having  control  of  both  the  stamps  and  the  authorization 
to   issue  the  stamps. 


RECOMMENDATION    #13 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  SEPARATE         ISSUANCE,         PHYSICAL        COUNT,         AND 
REPORTING    FUNCTIONS   FOR   FOOD   STAMPS. 

B.  MAINTAIN        ADEOUATE        ATP        AND        FOOD        STAMP 
INVENTORY   CONTROL   RECORDS. 
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MEDICAID 

Medicaid  is  a  federally  sponsored  assistance  program  that 
pays  necessary  medical  services  for  individuals  not  able  to  pay  for 
themselves.  We  noted  the  following  problems  during  our  audit  of 
Medicaid. 

Third-Party   Liability 

In  our  review  of-  the  control  system  over  Medicaid  expenditure 
transactions  we  identified  the  following  situation  which  creates 
weaknesses  in   the  control   system. 

In  one  case,  a  third  party  paid  part  of  a  provider's  claim  but 
SRS  did  not  know  the  recipient  had  third-party  liability.  In 
another  case,  Medicaid  and  a  third  party  paid  the  claim  and  the 
provider  reimbursed  Medicaid  for  the  duplicate  payment.  In  a 
third  case,  the  sample  file  was  not  on  the  computer  to  determine  if 
third-party  liability  existed.  The  department  should  determine  if 
third-party   liability  exists  before  the  provider   is  paid   by  Medicaid. 

RECOMMENDATION   #14 

WE    RECOMMEND    THE   DEPARTMENT    CORRECT   THE   MEDICAID 

CONTROL  WEAKNESSES    IN   THIRD-PARTY    LIABILITY. 


Medicaid  Accrual 

The  June  30,  1983  Medicaid  accrual  totalled  approximately 
$1U  million.  During  our  audit  of  this  accrual  we  noted  the  follow- 
ing  errors   in  the  department's  estimation  of  the  accrual: 

1.  To  determine  the  number  of  recipient  payments  made  for  the 
year,  SRS  personnel  use  an  aging  process  by  obtaining  an 
average  of  claims  paid  for  date  of  service  up  to  12  months 
old.  However,  SRS  personnel  miscalculated  this  average  by 
omitting  one  month  and  used  information  for  recipient  pay- 
ments  13   months  old. 
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2.  Information  on  the  amount  of  the  nursing  care  Medicaid 
accrual  received  from  another  agency  was  not  mathematically 
correct. 

3,      The    schedule    of    AFDC    cases    for    the    year    were    not    added 
correctly. 


Although  these  problems  did  not  have  a  material  impact  on  the 
reasonableness  of  the  $14  million  accrual  amount,  the  errors  could 
be  eliminated.  There  should  be  a  verification  of  the  amounts  by 
someone  other  than   the   individual   preparing   the  estimate. 

RECOMMENDATION    #15 

WE      RECOMMEND      THE      DEPARTMENT      ENSURE      ACCURACY 

WHEN    ESTIMATING   THE  MEDICAID   ACCRUAL  AMOUNT. 


FEDERAL  GRANT   COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  of  the  U.S.  Office  of  Management  and  Budget 
(0MB)  Circular  A-102,  Attachment  P.  This  circular  requires 
independent  audits  of  financial  operations,  including  compliance 
with  certain   federal   laws  and   regulations. 

The  department  was  a  grantee  receiving  federal  funds  from 
the  agencies  listed  on  page  57.  We  reviewed  major  compliance 
areas  in  the  Aid  to  Families  with  Dependent  Children  (AFDC), 
Aging,  Social  Services  -  Title  XX  Block  Grant,  Food  Commodities, 
Food  Stamps,  Low  Income  Energy  Assistance  Program  (LIEAP) 
Block  Grant,  Medicaid,  Vocational  Rehabilitation/Visual  Services 
grants,  and  the  Community  Services  Block  Grant.  The  areas 
reviewed   included  compliance  with: 

1.  eligibility  determination, 

2.  reporting   systems, 

3.  cost  allowability,   and 
1.  matching   requirements. 
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We  determined  the  effects  of  noncompliance  on  program  accom- 
plishments and  allowability  of  costs.  We  noted  problems  in  our 
review  of  federal  compliance  requiring  disclosure  in  accordance 
with  Attachment  P  in  the  Aging,  LIEAP,  Community  Services  Block 
Grant,  and  the  Rehabilitative  Services  programs.  Nothing  came  to 
our  attention  that  causes  us  to  believe  untested  compliance  issues 
are  not  in  accordance  with  applicable  laws  and   regulations. 

As   a    result  of  our   audit,    it    is   our   opinion    that   the   deficien- 
cies   noted    did    not   significantly   affect   the   successful   operations   of 
the  programs  or  the  allowability  of  costs  in  conformity  with   program 
regulations. 

Report  Preparation   Procedures 

The   department  maintains   very   complex   manual   procedures   for 
accumulating  and   billing   both   indirect  and  direct  costs.      We  reviewed 
a   sample  of  federal   billings   by   tracing   supporting   documentation   to 
the    department's    accounting    records    and    to    the    federal    financial 
status   reports.      The  following   problems  were  identified: 

1.  Incorrect  amounts  were  used  when  preparing  the  supporting 
documentation.  The  errors  resulted  in  the  federal  govern- 
ment being   billed   twice   for  expenditures   totalling   $2,737. 

2.  An  incorrect  reimbursement  percentage  was  used  resulting  in 
$9,246  of  reimbursable  costs  not  being  claimed.  In  another 
instance  costs  of  $13,353  were  overclaimed  because  they  were 
included   in  the  match  twice. 

3.  The  quarterly  expenditure  statement  was  completed  incorrectly 
causing  expenditures  reported  to  the  federal  government  to 
be  incorrect. 

4.  An  error  was  made  in  distributing  the  cost  allocation  and 
training  amounts  to  Title   IV-E. 

5.  The  amount  of  $34,765  was  incorrectly  included  in  the  Social 
Services  program  allocation  rather  than  the  Administrative  and 
Support  Services   program. 

6.  Two  amounts  of  $85,875  and  $2,626  were  not  included  on  the 
worksheet  which   supports  the  financial   status   reports. 

7.  Reconciliation    of  an    adjustment   could    not   be    readily   explained 
by  department  personnel   who  prepared   the  supporting   documen- 
tation. 


The  errors  outlined  in  items  1  through  5  were  corrected  by 
the  department   in  a   subsequent  reporting   period. 

As  noted  above  the  department's  billing  procedures  are 
extremely  complex.  SRS  prepares  worksheets  from  its  accounting 
records,  segregating  direct  costs  within  programs.  Indirect  costs 
are  allocated  in  the  same  manner  based  upon  a  ratio  of  man  hours 
worked  in  each  program  to  total  man  hours.  Total  program  costs 
are  then  calculated  and  transferred  to  the  federal  financial  status 
report. 

Because  the  current  billing  system  involves  many  manual 
calculations  and  transfers  of  numbers  the  likelihood  of  errors  is 
increased.  Use  of  a  system  with  sufficient  built  in  controls  may 
reduce  report  preparation  time  and  could  potentially  increase  the 
validity  of  the   reports. 

RECOMMENDATION   #16 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  A  BILLING 
SYSTEM  TO  FACILITATE  THE  ACCURATE  PREPARATION  OF 
FEDERAL   FINANCIAL  STATUS    REPORTS. 


Payroll   Fees 

The  department  directly  charged  federal  programs  $13,413  to 
pay  for  part  of  a  State  Auditor's  Office  non-general  fund  payroll 
processing  fee.  This  same  fee  was  allocated  to  the  department 
through  the  Statewide  Cost  Allocation  Plan  (SWCAP)  and,  as  a 
result,  was  again  recovered  from  federal  programs  as  part  of 
the  department's   indirect  cost  rate. 

This  issue  was  addressed  in  an  audit  of  the  Office  of  the 
State  Auditor  for  the  two  fiscal  years  ended  June  30,  1982.  We 
recommended  the  state  auditor  determine  actual  costs  to  process 
non-general  fund  payroll  and  develop  a  reasonable  allocation 
method  for  recovering  costs  from  agencies.  Payroll  service  costs 
could  then  be  charged  directly  to  federal  programs  and  eliminated 
from  SWCAP  allocations. 
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RECOMMENDATION   #17 

Vi/E   RECOMMEND   THE   DEPARTMENT: 

A.  CLAIM  NON-GENERAL  FUND  PAYROLL  PROCESSING 
FEES   ONLY   ONCE. 

B.  MAKE  A  COST  ADJUSTMENT  OF  $13,413  TO  THE 
APPROPRIATE  FEDERAL  PROGRAMS  FOR  DUPLICATE 
PAYROLL  COSTS. 


Circular  A-102   Compliance 

Office  of  Management  and  Budget  (0MB)  Circular  A-102 
establishes  uniform  administrative  requirements  for  grants-in-aici  io 
state  and   local  governments. 

We  reviewed  the  major  compliance  areas  and  noted  problems  as 
discussed   below. 

Reporting   Requirements 

Federal  agencies  have  established  reporting  deadlines  for 
receiving  reports  submitted  by  grantees.  According  to  0MB 
"Circular  A-102,   Attachment  H": 

"Federal  agencies  shall  require  grantees  to  submit  the 
Financial  Status  Reports  no  later  than  30  days  after  the 
end  of  each  specified  reporting  period  for  quarterly  and 
semi-annual  reports,  and  90  days  for  annual  and  final 
reports." 

We  reviewed  programs  which  require  quarterly  financial  status 
reports  and  noted  nine  instances  out  of  fifteen  sampled  where 
reports  were  not  submitted  by  the  required  deadline.  These 
reports  were  submitted  one  week  to  one  month  late.  We  also 
reviewed  twenty-two  cash  transaction  reports  for  timely 
submission.      All   twenty-two   reports  were  submitted   late. 

SRS  officials  stated  that  extensions  had  been  obtained  from 
the  grantor  agency.  However,  SRS  did  not  have  any  written 
documentation  that  an  extension  had  been  approved.  SRS  should 
establish  procedures  to  ensure  federal  reports  are  submitted  on  a 
timely     basis.        If     federal     deadlines    cannot     be     met,     SRS     should 
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obtain   written  approval   from   the   federal   government  for  the  exten- 
sion  of  the  deadline. 

Lack  of  Competitive  Bidding 

Attachment  O  of  Circular  A-102  requires  procurement  records 
and  files  for  purchases  in  excess  of  $10,000  to  include:  1)  the 
basis  for  contractor  selection,  and  2)  justification  for  lack  of 
competition  when  competitive  bids  or  offers  are  not  obtained. 

During  fiscal  year  1982-83  the  department  did  not  obtain 
competitive  bids  on  a  contract  for  audits  of  free-standing  facility 
nursing  homes.  Instead,  the  fiscal  year  1981-82  contract  was 
renegotiated.      The  1982-83  contract  totaled  approximately  $270,000. 

Agency  officials  indicated  they  did  not  seek  competitive  bids 
for  the  1982-83  contract  because  only  3  bids  had  been  submitted 
for  fiscal  year  1981-82.  Due  to  the  limited  response  and  the  high 
quality  of  work  performed  by  the  1981-82  contractor,  they  believed 
it  was  cost  beneficial  to  renegotiate  the  contract.  This  does  not 
constitute  sufficient  justification  for  noncompetitive  negotiation 
based  upon  the  Attachment  0  criteria  specified  above.  Agency 
officials  stated  the  contract  will  be  competitively  bid  for  fiscal  year 
1983-84. 

RECOMMENDATION    #18 

WE      RECOMMEND      THE      DEPARTMENT      COMPLY  WITH      0MB 

CIRCULAR  A-102       REQUIREMENTS      REGARDING  FINANCIAL 

REPORTING   REQUIREMENTS  AND   PROCUREMENT  STANDARDS. 


Community  Services   Block  Grant 

Community  Services  Block  Grant  funds  are  distributed  by  the 
department  to  Human  Resource  Development  Councils  (HRDC). 
The  HRDCs  are  audited   by   independent  CPA   firms. 

The  state  is  responsible  for  assuring  that  financial  and 
compliance  audits  are  conducted  of  block  grant  funds  received  by 
the  state.  The  department  has  not  established  a  system  to  review 
the    independent    audits    of    the    HRDCs    to    ensure    the    audit    was 
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conducted  in  accordance  with  federal  audit  standards.  The 
department  should  review  the  audit  reports  for  adequacy  and 
reported  deficiencies. 

RECOMMENDATION   #19 

WE     RECOMMEND     THE    DEPARTMENT     ESTABLISH     A    SYSTEM 

FOR    REVIEW  OF  ALL  BLOCK   GRANT   SUBRECIPIENT   AUDITS. 


DATA   PROCESSING 

The  SRS  Data  Processing  Bureau  is  responsible  for  the  pro- 
gramming and  operation  of  most  of  the  department's  data  process- 
ing  systems.      The  bureau  consists  of  the  following   sections: 

1 .  Keypunch 

2.  Computer  Operation 

3.  Systems   Design  and   Programming 

The  bureau's  major  equipment  consists  of  a  remote  job  entry 
station,  a  printer,  terminals,  and  a  distribution  system  (Sys- 
tem 8100),  all  of  which  are  linked  to  the  Department  of  Admin- 
istration's Computer  Center. 

The  major  SRS  data   processing   systems   include: 

1.  The  Montana   Income  Maintenance  System   (MIMS); 

2.  The    Day    Care    and    Low    Income    Energy    Assistance    (LIEAP) 
Warrant  Systems;   and 

3.  The     R-300     Vocational     Rehabilitation,     Developmental     Disabil- 
ities,  and   Foster  Care  Case  Services  System. 

Controls  in  computer  systems  are  divided  into  the  two  major  cate- 
gories of  1)  general  controls,  relating  to  all  data  processing;  and 
2)  application  controls,  relating  to  a  specific  computer  application. 
We  audited  general  controls  relating  to  the  SRS  data  processing 
system  and  application  controls   in  the  areas  listed   below: 

1.  MIMS 

2.  R-300 

3.  Accounts   Receivable 
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4.  Day  Care 

5.  LIEAP 

6.  Patient  Assessment 

In    our    audit    we    identified    the    following     internal     control     weak- 
nesses. 

General    Controls 

Disaster   Recovery   Plan 

SRS  lacks  a  written  plan  describing  procedures  to  be  followed 
in  the  event  a  disaster  disables  the  Department  of  Administration 
processing  facility.  Although  the  Computer  Services  Division 
(CSD)  has  the  responsibility  to  provide  emergency  processing 
equipment  and  operating  systems,  recovery  of  user  applications  is 
the  responsibility  of  the  user  agency.  Lack  of  such  a  plan  could 
cause  unnecessary  delay   in  the  recovery  of  critical   systems. 

A  disaster  recovery  plan  should,  at  a  minimum,  detail  the 
priority  of  system  data  recovery  efforts  and  emergency  staffing 
requirements.      This  concern  was  addressed   in  our  prior  audit. 

RECOMMENDATION    #20 

WE  RECOMMEND  THE  DEPARTMENT  WORK  WITH  THE 
COMPUTER  SERVICES  DIVISION  OF  THE  DEPARTMENT  OF 
ADMINISTRATION  TO  DEVELOP  A  FUNCTIONAL  DISASTER 
RECOVERY   PLAN    FOR  CRITICAL  APPLICATIONS. 


Application   Controls 

Input  Controls 

Input  controls  are  designed  to  ensure  that  data  received  for 
processing  has  been  properly  converted  into  machine  sensible 
form.      We  noted  the  following   problems: 

1  .      SRS     does     not     perform     a     reconciliation     for     MIMS     data     to 
ensure: 

A.       all     information    submitted    to    Data    Entry    is    entered    on 
diskettes; 
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B.  data      processed      from     diskette      properly      updates      the 
Medicaid  eligibility  file;   and 

C.  data   transmitted    to   the   service   bureau   via   magnetic   tape 
is   properly   received  and   processed. 

2.  SRS  does  not  perform  a  reconciliation  for  the  LIEAP  system  to 
ensure  all  input  is  processed.  Department  personnel  stated 
the  reconciliation  could  not  be  performed  using  the  reports 
currently  generated  by  the  system.  However,  we  reconciled 
input  to  processing  totals  for  five  sample  runs  by  agreeing 
the  total  of  all  batches  processed  during  a  run  to  the  total  of 
all  accepted  and   rejected   transactions. 

The  conversion  of  the  input  into  machine  sensible  form  and 
its  subsequent  movement  between  processing  steps  and  departments 
should  be  controlled. 


RECOMMENDATION   #21 

WE     RECOMMEND     THE     DEPARTMENT     IMPLEMENT     CONTROL 

PROCEDURES    TO     ENSURE    ALL     INPUT     IS     PROPERLY     PF^O- 

CESSED. 


MEDICAID    FISCAL  AGENT 

Hancock/Dikewood  (H/D)  Services,  Inc.  was  the  Medicaid 
fiscal  agent  for  the  period  under  audit.  The  department  is 
currently  in  the  process  of  rebidding  the  agent  contract.  Our 
prior  audit  of  the  department  included  a  review  of  the  controls  in 
existence  at  H/D's  Great  Falls  office  and  at  the  computer  center  in 
Albuquerque,  New  Mexico.  Recommendations  were  made  to  improve 
these  controls. 

During  our  current  audit,  a  CPA  firm  issued  a  special  report 
on  the  systems,  procedures  and  controls  for  the  Medicaid  Manage- 
ment Information  System  (MMIS)  at  H/D  Service,  Inc.  We  relied 
on  this  report  to  determine  whether  the  department  had 
implemented  these  prior  audit  recommendations.  Two  of  the  prior 
recommendations  were  not  adequately  implemented  and  v/ere 
addressed   in  the  special   report: 
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1  .      Prior  Audit   Recommendation 

Limit  access  to  data  files  to  those  individuals  authorized  to 
input  and  process  such  data. 

Current  Recommendation 

Assign  an  individual  independent  of  operations  or 
programming  to  control  access  codes,  as  well  as  the  batch 
program  which  updates  access  codes.  In  addition,  we 
recommend  changing  all  programmer  access  codes  for  the 
purpose  of  restricting  programmers  capabilities  to  update  data 
files. 

2.      Prior  Audit  Recommendation 

Provide  adequate  technical  documentation  of  the  MMIS'  proces- 
sing flow,  program  functions,  data  file  output,  test  data 
procedures,   control   features,   and   program  changes. 

Current   Recommendation 

We  recommend  the  implementation  of  those  maintenance  proce- 
dures which  were  being  developed  during  our  review.  These 
procedures  include  change  request  forms,  user  involvement, 
documentation  updates,  testing,  implementation  procedures 
and   review. 

In   addition    to   the    recommendations   from   the   prior   audit,    the 
special   report  on  MMIS  included  the  following   recommendations: 

1 .  We  recommend  the  implementation  of  those  procedures  which 
were  being  developed  during  our  review,  namely  that  produc- 
tion programs  be  stored  in  a  protected  library  which  pro- 
grammers are  restricted  from,  and  that  a  test  library  be  set 
up  for  programmers. 

2.  We  recommend  that  MMIS  group  reconcile  all  data  on  the 
Claims  and  Provider  Subsystems  as  quickly  as  possible  and 
continue  to  do  so  on  a  periodic  basis.  We  also  recommend 
that  the  state  take  an  active  role  in  the  Recipient  Subsystem 
by  verifying  all   recipients  on  a  monthly  basis  as  a  minimum. 

3.  Dental   Claims 

During  our  testing  of  the  MA-U  Dental  Claims,  we  found  that 
the  system  was  identifying  duplicate  claims  that  according  to 
program  specifications  should  not  be  flagged  as  duplicates. 
The  edit  test  involved  is  the  one  that  checks  for  duplicate 
office  visits.  The  system  should  indicate  a  duplicate  between 
claims  for  office  visits  within  180  days  of  each  other.  We 
found  that  over  50  percent  of  the  claims  tested,  that 
indicated  a  duplicate  claimed  for  office  visits,  should  not  have 
been  flagged  as  duplicate  since  the  dates  of  service  were 
more  than   180  days  apart. 

25 


Pharmacy  Claims 

During  our  testing  of  the  MA-5  Pharmacy  Claims  we  found 
that  deleted  drug  numbers  were  still  being  accepted  as  valid 
drug   numbers. 

H/D  is  investigating  these  problems  and  we  recommend  appro- 
priate changes  be  made  to  the  system  so  that  the  system 
functions  are  described  in  the  documentation.  All  other  tests 
were  executed  with  expected   results  observed. 


RECOMMENDATION    #22 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  POTENTIAL 
MEDICAID  FISCAL  AGENTS  TO  DOCUMENT  IMPLEMENTATION 
OF  THE  RECOMMENDATIONS  RELATING  TO  THE  MEDICAID 
MANAGEMENT    INFORMATION   SYSTEM. 


TRANSACTION   SUPPORT 

Entries  to  the  State  Accounting   Records 

The  department  routinely  makes  entries  to  the  statewide 
budgeting  and  accounting  system  (SBAS)  using  journal  vouchers. 
These  documents  are  used  to  satisfy  many  miscellaneous  and 
special  financial  transaction  needs  such  as  making  corrections  and 
adjustments  to  previously  established  amounts. 

We  noted  numerous  instances  where  journal  vouchers  were 
used  to  make  corrections  and  adjustments  to  SBAS  without 
supporting  documentation  to  substantiate  the  propriety  of  the 
entries.  Examples  of  unsupported  transactions  include  the 
following : 

1.  Ten    out    of    fifteen    documents    reviewed,     pertaining    to    prior 
year  items,   were  unsupported. 

2.  Nineteen    out    of   twenty    documents    reviewed,    used    to    reduce 
expenditures,   had   no  support. 

3.  Three   out   of   four   documents    reviewed,    used    to    make   entries 
affecting   revenue,   were  not  supported. 
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Agency  personnel  offered  verbal  explanations  for  all  transac- 
tions, however  this  does  not  constitute  adequate  support.  Manage- 
ment Memo  2-79-8  states  "every  SBAS  document  in  the  agency's 
file  shall  be  properly  and  adequately  supported.  For  instance,  if 
travel  is  reimbursed  on  a  journal  voucher,  the  original  travel 
expense  voucher  should  be  attached  to  the  file  copy." 

RECOMMENDATION    #23 

WE    RECOMMEND    THE    DEPARTMENT    MAINTAIN    DOCUMENTA- 
TION  SUPPORTING  ALL  SBAS  TRANSACTIONS. 


INTERNAL  CONTROL 

We  have  examined  the  financial  statements  of  the  Department 
of  Social  and  Rehabilitation  Services  for  the  two  fiscal  years  ended 
June  30,  1982  and  1983.  We  issued  our  opinion  dated  March  8, 
1984,  on  these  statements.  As  part  of  our  examination,  we  made  a 
study  and  evaluation  of  the  system  of  control  of  the  department. 
Our  study  evaluated  the  system  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance 
audits.      We  classified   the  controls   in  the  following  categories: 

1.  revenue  and   receivables; 

2.  payroll; 

3.  expenditures  and   payables; 

4.  cash; 

5.  plant,    property,   and  equipment; 

6.  inventories; 

7.  trust  accounts;    and 

8.  Medicaid   payments. 

Our  study  included  the  control  categories  listed  above.  Through 
our  study,  we  determined  the  nature,  timing,  and  extent  of  our 
auditing  procedures.  We  did  not  evaluate  the  control  system  to 
the  extent  necessary  to  give  an  opinion  on  either  individual 
segments  or  the  system  as  a  whole. 
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The  management  of  SRS  is  responsible  for  establishing  and 
maintaining  a  system  of  accounting  control.  In  fulfilling  this 
responsibility,  estimates  and  judgments  by  management  are 
required  to  assess  the  expected  benefits  and  related  costs  of 
control  procedures.  The  objectives  of  a  system  are  to  provide 
management  with  reasonable  assurance  that:  1)  assets  are 
safeguarded  against  loss  from  unauthorized  use  or  disposition;  2) 
transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain 
undetected.  The  current  system  evaluation  should  not  be  used  to 
project  to  future  periods  since  the  procedures  may  become 
inadequate  or  compliance  with  them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  SRS.  However,  our  study  disclosed 
conditions  that  indicate  control  weaknesses.  These  conditions 
relating  to  property,  plant,  and  equipment  and  inventories  are 
discussed  beginning  on   page  28. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  the  audit  tests  of  the  financial  statements. 
This  report  on  internal  control  does  not  affect  our  opinion  on  the 
financial   statements. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  in  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the   Legislative  Audit  Committee,    is  a  matter  of  public  record. 

PROPERTY,    PLANT,   AND   EQUIPMENT 

Duplicate  Systems  and   Deletions 

Section  2-1700.30  MOM  requires  all  state  agencies  to  account 
for    all    state-owned    property,    plant,    and    equipment    with    a    value 
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over  $200  and  a  useful  life  of  greater  than  one  year  on  the 
Property  Accountability  and  Management  System  (PAMS)  or  a 
system  approved  by  the  Department  of  Administration. 

In  addition  to  PAMS,  SRS  maintains  its  own  Property 
Accountability  System  (PAS)  to  account  for  all  SRS-owned 
property,  plant,  and  equipment  with  a  value  over  $50.  This 
system  contains  all  necessary  information  as  provided  by  PAMS. 
This  results  in  a  duplication  of  records,  excess  time  and  cost,  and 
therefore  inefficiency  since  both  systems  are  recording  items 
costing  more  than   $200. 

We  reviewed  a  sample  of  ten  equipment  deletion  transactions. 
In  eight  instances  we  noted  items  had  been  deleted  from  PAS  but 
not  from  PAMS.  The  agency  also  provided  us  with  a  list  of  nine 
additional  items  that  were  deleted  from  PAS  but  not  from  PAMS. 
These  deletions  resulted  in  a  PAMS  overstatement  of  $89,946.  In 
another  case,  an  item  that  should  have  been  deleted  from  PAMS 
was  added  onto  PAMS  at  its  original  cost.  This  overstates  PAMS 
by  $26,648.  We  also  noted  an  instance  where  an  item  should  have 
been  deleted  from  both  systems  but  was  not.  We  also  noted  an 
instance  where  an  item  was  included  on  PAMS  but  not  on  PAS. 
These  last  two  instances  caused  PAMS  to  be  overstated  by  $9,970 
and   PAS  to  be  overstated   by  $9,708. 

Department  personnel  reconciled  the  June  30,  1983  PAS  report 
to  the  PAMS  amount  in  its  accounting  records.  The  following 
errors  were  noted: 

1.  Items  that  were  not  on   PAS   but  were  included  on   PAMS, 

2.  Several    items   were   listed   at  one  amount  on   PAS,    yet  a  differ- 
ent amount  was  shown  on   PAMS,   and 

3.  Items  that  were  listed  on   PAS  and   should   have  been  deleted. 

Department  personnel  indicated  maintenance  of  the  PAS  system 
was  necessary  to  account  for  items  costing  less  than  $200. 
Department  of  Administration  officials  stated  PAMS  will  account  for 
these  items. 
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RECOMMENDATION    #24 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  ACCOUNT    FOR    ALL    PROPERTY    ITEMS    ON    ONE    PROP- 
ERTY  SYSTEM. 

B.  ESTABLISH    CONTROLS  TO   ENSURE  ACCURATE   RECORD- 
ING  OF    PROPERTY. 


Equipment  Valuation 

We  reviewed  SRS  lease  commitments  and  noted  the  inclusion  on 
the  PAMS  master  register  of  equipment  being  rented  under  operating 
lease  agreements.  Operating  leases  should  not  be  capitalized  in 
the  accounting  records.  This  resulted  in  a  $16,000  overstatement 
of  SRS  assets.  Department  officials  stated  the  equipment  was 
recorded  on   PAMS  to  aid  them   in   record   keeping. 

We  also  noted  an  item  was  recorded  on  PAS  at  current  value 
of  the  item  rather  than  the  original  cost  of  the  purchased  fixed 
asset.      This   resulted   in  a  $1  ,540  understatement  of  SRS  assets. 

Agency  personnel  indicated  the  item  was  not  initially  recorded 
on  the  PAS  master  register.  Upon  discovering  the  equipment  was 
not  included,  they  used  the  most  readily  available  cost  to  record 
the  item  on  the  system  as  quickly  as  possible.  Section  1780.13 
MOM,  requires  state  agencies  to  record  purchased  fixed  assets  at 
original  cost.  If  the  original  purchase  documents  are  not  available 
or  an  inordinate  expenditure  of  resources  is  required  to  establish 
asset  costs,  it  is  necessary  to  estimate  the  original  cost  of  such 
assets.  Estimates  are  to  be  based  upon  available  documentary 
evidence  including   price   levels  at  the  time  of  acquisition. 

RECOMMENDATION   #25 

WE    RECOMMEND    THE    DEPARTMENT    RECORD    ALL   ASSETS    IN 

ACCORDANCE  WITH   STATE   POLICY. 


Property   Location  and  Tag   Numbers 

We   observed    50    assets    to    determine    the    propriety   of   location 
codes    recorded    on    the    January   1,     1983    PAS    register.       Location 
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numbers  assigned  to  eleven  of  these  items  did  not  agree  with  the 
actual  location.  During  our  testing  we  also  observed  four  equip- 
ment items  without  property  tags.  MOM  2-1710.13  states  property 
officers  duties  should  include  responsibility  for  the  assignment  and 
tagging  of  property  within  their  area  of  responsibility.  We  noted 
agency  property  officers  were  not  consistently  performing  the 
following  duties: 

1.  notifying    the    department's    Records    Management    when    equip- 
ment items  are  transferred  to  a   new   location;   and 

2.  examining  equipment  items  to  ensure  they  are  tagged. 

Inaccurate  location  information  and  the  existence  of  untagged 
equipment  hampers  the  effective  management  of  assets  and  weakens 
internal  controls.  These  control  weaknesses  were  also  identified  in 
the  prior  audit  of  the  department. 

RECOMMENDATION   #26 

WE    RECOMMEND   THE   DEPARTMENT: 

A,  COMPLETE    THE    TAGGING    OF    ALL    ASSETS    AS    SPECI- 
FIED   IN   THE  MONTANA  OPERATIONS  MANUAL. 

B.  REVIEW  AND   CORRECT   THE   LOCATION    CODES  ASSIGNED 
TO   ASSETS. 


INVENTORY 

Inventory  Control 

We    reviewed    the    department's    inventory    controls    over    food 
stamps  and  food  commodities.      The  following   problems  were  noted: 

1 .  The  same  individual  is  responsible  for  performing  the  inven- 
tory count  of  food  stamps  as  well  as  maintaining  the  perpetual 
records.  We  noted  the  same  situation  relating  to  food  com- 
modities. 

2.  The  physical  count  did  not  support  the  perpetual  records  in  7 
of  64  food  commodities  sample  items  we  tested.  Additionally, 
in  two  of  five  receipts  sampled  the  food  requisition  sheet  did 
not   agree    with    the    perpetual    records.      No   explanations    were 
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provided  in  the  perpetual  records  for  the  discrepancies.  In 
one  of  the  two  cases  a  number  had  been  changed  by  "whiting 
out"   the  correct  amount  without  documented  justification. 

3.  SRS  does  not  perform  a  complete  and  accurate  reconciliation 
between  the  perpetual  records  and  the  physical  count  of  food 
commodities.  Department       records       indicated       differences 

between  perpetual  records  and  physical  counts  in  40  out  of  76 
items  it  counted.  In  many  cases,  the  perpetual  records  were 
adjusted  to  agree  to  the  physical  counts  without  determining 
the  reason   for  the  difference. 


The  department  could  improve  inventory  controls  and  reduce 
the  risk  of  errors  and  undetected  shortages  by:  reassigning 
incompatible  inventory  functions  to  different  individuals  and  ensur- 
ing that  physical  inventory  counts  are  properly  reconciled  to 
perpetual   records. 

Similar  control   weaknesses  were  identified   in  our  prior  audit. 

RECOMMENDATION    #27 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  SEGREGATE  THE  INVENTORY  COUNT  AND  RECORD- 
KEEPING   FUNCTIONS. 

B.  IMPROVE  INVENTORY  COUNT  PROCEDURES  TO  ENSURE 
ALL   ITEMS   ARE   COUNTED. 

C.  PROPERLY  RECONCILE  PHYSICAL  COUNTS  TO 
PERPETUAL  RECORDS  DOCUMENTING  SUPPORT  FOR 
INVENTORY    RECORD  ADJUSTMENTS. 

STATE   COMPLIANCE 

We  reviewed  compliance  with  significant  state  laws  that  could 
have  a  material  impact  on  the  financial  statements  of  the  Depart- 
ment of  Social  and  Rehabilitation  Services.  In  our  opinion,  except 
for  the  instances  of  noncompliance  identified  in  this  report,  SRS 
complied  with  state  laws  and  regulations  tested.  Nothing  came  to 
our  attention  that  causes  us  to  believe  untested  compliance  issues 
are  not  in  accordance  with  applicable   laws  and   regulations. 
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Trust  Accounts 

SRS  serves  in  a  fiduciary  capacity  for  children  placed  in 
foster  care,  adults  under  the  department's  protective 
guardianship,  and  Medicaid  recipients  with  burial  trust 
agreements.  Children  and  adults  removed  from  foster  care  or  from 
SRS's  protective  guardianship  should  receive  any  funds  held  in 
trust  for  them.  The  burial  trust  funds  are  held  pending  the 
distribution  of  the  estate.  We  reviewed  the  trust  account  balances 
at  June  30,  1983  to  determine  if  SRS  properly  accounts  for  funds 
held,   and   if  inactive  accounts  are  closed  on  a  timely  basis. 

Children  Trust  Accounts 

We  noted  ten  children's  trust  accounts  held  for  individuals 
18  years  of  age  or  older.  Federal  and  state  children's  foster  care 
eligibility  requirements  stipulate  that  placed  individuals  must  be 
under  the  age  of  18,  or  under  21  if  attending  school.  Accounts 
held  for  individuals  over  18  years  of  age  may  represent  closed 
placements.  The  Community  Services  Division  should  review  the 
placement  status  of  any  individuals  18  years  of  age  or  older  with 
open  trust  accounts,  and  notify  the  SRS  Fiscal  Bureau  of  any 
closures.  The  Fiscal  Bureau  should  transfer  trust  funds  to  the 
owner  upon  closure  of  their  case. 

Seven  of  the  children  trust  accounts  reviewed  included  no 
recorded  activity  for  at  least  seven  years.  As  of  June  30,  1983, 
two  of  the  clients  have  been  over  21  for  over  seven  years,  so 
under  no  circumstances  could  these  clients  be  involved  in 
children's  foster  care.  Section  70-9-206,  MCA,  states  all  intangi- 
ble personal  property  and  any  income  held  in  a  fiduciary  capacity 
for  the  benefit  of  another  person  is  presumed  abandoned  after 
seven  years,  unless  the  owner  has  otherwise  indicated  an  interest. 
Section  70-9-301,  MCA,  requires  the  reporting  of  property 
presumed  abandoned  to  the  Department  of  Revenue.  If  the 
whereabouts  of  the  owner  is  unknown,  the  Department  of  Revenue 
will  publish  notice  of  the  abandoned  property.  Upon  the  payment 
or  delivery  of  abandoned  property  to  the  Department  of  Revenue, 
the  agency   involved   is   relieved  of  further   responsibility. 
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This   finding   was   also   noted    in    the   prior   audit  of  the  depart- 
ment. 

RECOMMENDATION    #28 

WE    RECOMMEND   THE   DEPARTMENT: 

A.  CLOSE  INACTIVE  TRUST  ACCOUNTS  AND  TRANSFER 
THE  FUNDS  TO  THOSE  OWNERS  WHOSE  WHEREABOUTS 
ARE    KNOWN. 

B.  FOLLOW  THE  STATE  ABANDONED  PROPERTY  PROCE- 
DURES FOR  THOSE  ACCOUNTS  INACTIVE  FOR  SEVEN 
YEARS  WHEN   THE  OWNERS   CANNOT   BE   LOCATED. 


Inter-entity   Loans 

The  department  reported  an  inter-entity  loan  on  SBAS  of 
$674,350  at  June  30,  1982.  The  loan  was  reduced  to  $434,350  at 
June  30,  1983.  The  loans  originated  with  the  Department  of 
Community  Affairs  (DCA)  but  were  subsequently  transferred  to 
SRS  when  DCA  was  reorganized.  Accordingly,  problems  have 
resulted   when   trying   to   reduce  the  loan   balance. 

inter-entity  loans  were  provided  during  fiscal  year  1981-82 
pursuant  to  section   17-2-107(2),   MCA,   which   states: 

"When  the  expenditure  of  an  appropriation  is  necessary 
and  the  cash  balance  in  the  account  from  which  the 
appropriation  was  made  is  insufficient,  the  department  of 
administration  may  authorize  a  transfer,  as  a  temporary 
loan  bearing  no  interest,  of  unrestricted  moneys  from 
other  accounts,  provided  that  there  is  reasonable  evi- 
dence that  the  income  provided  for  the  remainder  of  the 
fiscal  year  will  be  sufficient  to  restore  the  amount  so 
transferred  and  provided  the  loan  is  recorded  in  the 
state  accounting  records.  No  account  shall  be  so 
impaired  that  all  proper  demands  thereon  cannot  be  met 
even   if  the  loan   is  extended." 

Effective  March  1983,  subsection  (4)  was  added.  Under 
subsection  (4)  loans  may  be  extended  into  the  next  fiscal  year  if 
the  Department  of  Administration  receives  sufficient  written  justi- 
fication   from   the   borrower.      The   Department  of  Administration   will 
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then    prepare    a    proposed    repayment    plan    for    each    loan    extension 
authorized. 

This  statute  required  all  inter-entity  loans  to  be  repaid  by 
fiscal  year-end  1981-82.  At  fiscal  year-end  1982-83  all  inter-entity 
loans  were  required  to  be  repaid  unless  a  repayment  schedule 
existed.  Since  a  repayment  schedule  did  not  exist  at  June  30, 
1983  the  loan  was  improperly  extended  into  fiscal  year  1983-84. 
The  department  adjusted  the  loan  to  zero  on  its  financial  state- 
ments although  there  was  no  payment  made.  To  comply  with  state 
law  the  loan   should  have  been   repaid   by  June  30,    1983. 

RECOMMENDATION    #29 

WE     RECOMMEND     THE     DEPARTMENT      EITHER      REPAY      THE 

INTER-ENTITY       LOANS       OR       ESTABLISH       A       REPAYMENT 

SCHEDULE         APPROVED         BY         THE         DEPARTMENT         OF 

ADMINISTRATION. 


Developmental   Disabilities 

Section  53-20-414,  MCA,  requires  that  the  department  compile 
and  provide  to  each  district  court  a  list  of  professional  persons 
possessing  competencies  in  the  evaluation  and  habilitation  of 
persons  with  developmental  disabilities  who  may  be  available  to  the 
court.  During  our  audit  period  SRS  had  not  provided  such  a  list 
to  each  district  court.  Department  officials  indicated  they  were 
not  aware  of  the  requirement.  As  of  January  1984  the  department 
has  compiled  a  list  of  qualified  professional  persons  and  provides 
the  list  to  each  district  court. 

Community  Services 

Section  53-20-203(5],  MCA,  requires  that  a  written  report, 
relating  to  community  based  services,  be  submitted  quarterly  to 
the  Developmental  Disabilities  Planning  and  Advisory  Council.  An 
agency  official  indicated  the  report  is  not  submitted  because 
reporting   is  done  at   regular  meetings. 
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RECOMMENDATION   #30 

WE  RECOMMEND  THE  DEPARTMENT  SUBMIT  A  VmiTTEN 
QUARTERLY  REPORT  FOR  COMMUNITY  BASED  SERVICES  TO 
THE  ADVISORY   COUNCIL  AS   REQUIRED   BY    LAW. 


CASH 

Contingent   Revolving    Fund 

Sections  2-1900.20  and  2-19-20.10,  Montana  Operations  Manual, 
require  authorization  from  the  Department  of  Administration  to 
establish,  increase,  or  decrease  a  revolving  cash  account.  During 
our  testing  we  noted  that  the  department  has  not  obtained  written 
documentation  for  significant  changes  in  contingent  revolving  fund 
activity  subsequent  to  the  initial  authorization.  Thus,  the  possi- 
bility of  contingent  revolving   fund   misuse   is   increased. 

SRS  maintains  a  contingent  revolving  fund  of  $75,000.  During 
our  audit  period  the  fund  was  utilized  by  county  offices  to  draft 
checks  for  first  payments  to  AFDC,  LIEAP,  and  Medicaid  recipients. 
Effective  July  1,  1983,  the  state  assumed  the  welfare  assistance 
activities  of  eleven  counties.  This  activity  also  is  paid  from  the 
revolving  fund.  We  identified  the  following  problems  with  how  SRS 
handles  the  revolving   fund. 

Fund   Use 

MOM  2-1930.30  requires  that  a  revolving  cash  account  be  used 
only  for  purposes  demanding   immediate  payment. 

We  noted  instances  where  SRS  used  the  contingent  revolving 
fund  to  make  payments  for  other  purposes.  Examples  of  such 
payments  include  reimbursement  payments  for  routine  client  travel 
and  rent,  and  of  general  assistance,  workfare,  and  transient 
assistance  payments.  These  types  of  payments,  which  the  depart- 
ment began  making  in  July  1983  as  a  result  of  legislation  passed, 
caused  a  substantial  increase  in  contingent  revolving  fund  activity. 
They  should  be  processed  through  the  state  warrant  writing 
system.  The  following  problems  were  noted  with  the  contingent 
revolving   fund: 
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1.  The  fund  limit  of  $75,000  was  not  increased  to  accommodate 
the  higher  level  of  activity.  Thus.  SRS  must  reimburse  the 
fund  at  least  daily  rather  than  weekly  as  in  the  past.  More 
frequent  reimbursements  increases  the  likelihood  of  errors  and 
the  possibility  of  overdrawing  the  account, 

2.  Duplicate  payments  were  made  to  providers  during  the  admin- 
istration of  the  assistance  payments. 

The  department  should  obtain  written  documentation  for 
significant  changes  in  contingent  revolving  fund  activity  subse- 
quent to  initial  authorization  from  the  Department  of  Administra- 
tion. 


RECOMMENDATION    #31 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  OBTAIN  WRITTEN  DOCUMENTATION  FROM  THE 
DEPARTMENT  OF  ADMINISTRATION  FOR  CHANGES  IN 
CONTINGENT  REVOLVING  FUND  ACTIVITY  AFTER 
INITIAL  APPROVAL  OF  THE   FUND. 

B.  UTILIZE  THE  CONTINGENT  REVOLVING  FUND  IN 
ACCORDANCE  WITH   STATE   POLICY. 


Controls  Over   Blank   Checks 

In  two  of  four  counties  visited,  controls  over  blank  checks 
for  the  contingent  revolving  fund  are  inadequate.  We  noted  the 
following   weaknesses: 

1.  In  one  county  visited,  blank  checks  are  stored  in  a  desk 
drawer  and  a  file  cabinet.  All  employees  have  access  to  both 
areas  during  the  day.  Both  the  desk  and  file  cabinet  are 
locked  at  night;    however,   all  supervisors  have  a   key. 

2.  In  another  county  visited,  blank  checks  are  stored  in  a 
supply  cabinet,   accessible  by  all  office  personnel. 

Blank  checks  should  be  kept  in  a  locked  area  with  limited 
access  to  ensure  assets  are  safeguarded. 
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RECOMMENDATION   #32 

WE  RECOMMEND  THE  DEPARTMENT  IMPROVE  PHYSICAL 
CONTROLS  AT  THE  COUNTY  LEVEL  OVER  BLANK  CHECKS 
FOR  THE   CONTINGENT    REVOLVING    FUND. 


Lack  of  Check   Register  Documentation 

We  found  several  instances  where  counties  did  not  include 
sufficient  documentation  on  check  registers.  The  department's 
administrative  manual  requires  that  the  check  register  reflect  the 
date  and  reason  for  each  check  issuance.  Omitting  this  infor- 
mation weakens  controls  as  it  prevents  the  detection  of  invalid 
payments. 

RECOMMENDATION   #33 

WE    RECOMMEND    THE    DEPARTMENT     REQUIRE    DOCUMENTA- 
TION   FOR   CONTINGENT    REVOLVING    FUfJD   CHECKS. 

Incorrect  Use  of  Control   Accounts 

Each  year  the  Department  of  Administration's  Accounting 
Division  issues  a  management  memo  to  provide  general  year-end 
cutoff  instructions  to  other  state  agencies.  The  memo  details  the 
control  accounts  to  be  used  in  various  situations  during  the  fiscal 
year-end  adjustment  period  to  ensure  transactions  are  properly 
recorded   in   the  correct  fiscal   year. 

SRS  did  not  comply  with  management  memo  2-82-2  in 
recording  cash  transactions  during  the  cutoff  period.  The  fiscal 
year-end  cash  cutoff  adjustment  accounts  were  used  in  a 
correcting  entry  when  the  instructions  indicated  the  cash  in 
treasury  account  should  have  been  used.  As  a  result,  both  the 
cash  cutoff  adjustment  accounts  and  cash  in  treasury  were 
misstated   by  $45,498  on   SBAS  at  June  30,    1982. 

Additionally,  SRS  did  not  comply  with  management  memo 
2-83-2  in  recording  intra-entity  transactions  and  transactions 
between    governmental    agencies    during    the    fiscal    year-end    1982-83 
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cutoff  period.  Compliance  with  the  management  memo  is  necessary 
to  ensure  SBAS  reflects  the  proper  asset  and  liability  balances  at 
June  30. 

RECOMMENDATION    #34 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE 
DEPARTMENT  OF  ADMINISTRATION'S  YEAR-END  CUTOFF 
INSTRUCTIONS  TO  ENSURE  YEAR-END  TRANSACTIONS  ARE 
PROPERLY    RECORDED. 


ACCOUNTING   PROCEDURES 

The  following  section  discusses  additional  accounting  proce- 
dure weaknesses  noted  during  our  audit. 

Expenditure  Abatements 

The  department  recorded  fiscal  year  1981-82  expenditure 
abatements  for  prior  year  expenditure  adjustments.  This  was  done 
because  the  prior  year  appropriations  were  not  reestablished.  By 
abating  current  year  expenditures,  current  appropriation  authority 
is  increased. 

These   transactions   decreased   fiscal    year   1981-82   expenditures 
by   $29,683  and   $47,248   in   the  General   and   Special    Revenue   Funds, 
respectively.      Although   these  transactions   were  improperly   recorded 
in    the    department's    accounting    records,     the    financial    statements 
were  corrected   by  the  department. 

RECOMMENDATION  #35 

WE   RECOMMEND   THE   DEPARTMENT   PROPERLY   RECORD 

PRIOR  YEAR  EXPENDITURE  ADJUSTMENTS. 


PRIOR  AUDIT  RECOMMENDATIONS 

The  last  audit  of  the  department,  for  the  two  fiscal  years 
ended  June  30,  1981,  contained  61  individual  recommendations  made 
by    our    office.      Of    the    57    recommendations    still    applicable    to    the 
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department     operations,     40     have     been     implemented,     5     partially 
implemented,   and   12   have  not  been   implemented. 

Various  sections  of  this  report,  as  listed  below,  include 
discussion  of  those  recommendations  on  which  the  department  has 
not  taken  adequate  correct  action. 


Report  Section 

Aging  Services 
Program  Reporting 
Participant  Eligibility 

Rehabilitative  Services 
Income  Documentation 
Individualized  Written 
Rehabilitation  Plan  (IWRP) 
(two  recommendations) 
Contact  Documentation 

Food  Stamps 

Data  Processing 
Disaster  Recovery  Plan 

Hancock/Dikewood  (H/D) 
Services,  Inc.  (two 
recommendations) 


Prior  Report's 

Discussed  on 

Agency  Response 

Page 

Concur 

2 

Partially  Concur 

7 

Concur 

12 

Concur 

13 

Concur 

14 

Concur 

14 

Concur 

23 

Concur 
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Property,  Plant,  and 
Equipment 
Property  Location  and  Tag 
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STAFF  LEGAL  COUNSEL 

JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 


Vi/e  have  examined  the  Combined  Balance  Sheet  -  All  Funds 
and  Account  Groups  and  the  Combined  Statement  of  Revenues, 
Expenditures,  and  Changes  in  Fund  Balances  -  Budget  and 
Actual  -  General  and  Special  Revenue  Fund  Types  of  the 
Department  of  Social  and  Rehabilitation  Services  as  of  June  30, 
1983,  and  for  each  of  the  two  fiscal  years  ended  June  30,  1982  and 
1983.  Our  examination  was  made  in  accordance  with  generally 
accepted  governmental  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

The  department's  financial  statements  are  materially  different 
from  its  accounting  records.  The  variances  between  the  depart- 
ment's accounting  records  and  the  financial  statements  are  the 
result  of  adjustments  necessary  to  correct  errors  found  in  the 
accounting  records,  to  reflect  subsequent  activity  in  the  current 
year  financial  statements,  and  for  adjustments  necessary  to  present 
the  financial  statements  in  accordance  with  generally  accepted 
accounting    principles. 

Problems  were  noted  in  expenditure  reporting  by  service 
providers,  area  agencies,  and  quarterly  financial  status  reports 
sent  to  the  federal  government  in  the  Aging  Services  Program. 
Because  of  these  problems  vje  were  unable  to  determine  the  reason- 
ableness of  Aging  Services  expenditures  in  the  Social  Services 
Program  prior  to  November  1982. 

We  issued  an  unqualified  opinion  dated  September  24,  1982  on 
the     June  30,      1982,      $13,906,644     Medicaid     accrual     amount.        In 
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February  1983,  based  on  subsequent  information  not  available  at 
the  date  of  the  original  estimate,  the  department  adjusted  the 
June  30,  1982  accrual  by  $3,799,077.  We  reviewed  documentation 
supporting  the  adjustment  and  the  methodology  used  by  the 
department.  Based  upon  our  review,  the  additional  accrual  amount 
is   reasonable. 

In  our  opinion,  the  financial  statements  referred  to  in  para- 
graph one  present  fairly  the  financial  position  and  results  of 
operations  and  the  changes  in  fund  balance  of  such  funds  and 
account  groups  of  the  Department  of  Social  and  Rehabilitation 
Services  for  the  two  fiscal  years  ended  June  30,  1983,  in  confor- 
mity with  generally  accepted  accounting  principles  which,  except 
for  the  changes,  with  which  we  concur,  in  the  reporting  entity  as 
discussed   in   note  9,    have  been  applied  on  a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedules  of  Federal  Grant  Receipts  and  the  "Total 
(Memorandum  Only)"  columns  are  presented  for  additional  analysis 
and  disclosure  purposes  in  compliance  with  federal  regulations  and 
are  not  a  required  part  of  the  combined  financial  statements  for 
the  Department  of  Social  and  Rehabilitation  Services.  This  addi- 
tional information  has  been  subjected  to  the  auditing  procedures 
applied  in  the  examination  of  the  combined  financial  statements 
referred  to  in  paragraph  one.  In  our  opinion,  except  for  the 
effect  of  the  item  discussed  in  paragraph  three,  the  accompanying 
Schedules  of  Federal  Grant  Receipts  and  "Total  (Memorandum 
Only)"  are  fairly  stated  in  all  material  respects  in  relation  to  the 
financial  statements  taken  as  a  whole. 

Respectfully   submitted. 


iiisr 


fames   H.    Gillett,    CPA 
March  8,    1984  .  Deputy   Legislative  Auditor 

Approved 


^^t^.iL^ 


Robert   R.    Ringw^d 
Legislative  AuditF 
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DEPARTMENT   OF  SOCIAL  AND    REHABILITATION   SERVICES 

NOTES   TO   THE   FINANCIAL  STATEMENTS 

FISCAL  YEARS   ENDED  JUNE   30,    1982   AND   1983 


1.      SUMMARY   OF  SIGNIFICANT  ACCOUNTING    POLICIES 
A.       Basis  of  Accounting 

The  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS).  The  accompanying 
statements  have  been  adjusted  for  all  material  misstatements  noted. 
The  department  utilizes  the  modified  accrual  basis  of  accounting 
for  all  funds.  Under  the  modified  accrual  basis  of  accounting, 
expenditures  are  recorded  on  the  basis  of  valid  obligations. 
Revenues  are  recorded  when  received  in  cash  unless  susceptible  to 
accrual.      Revenues  are  susceptible  to  accrual   if: 

1.  They    are    measurable    and    available    to    finance    expendi- 
tures of  the  fiscal   period;   or 

2.  Are    material     in     amount    and     are     not     received     at     the 
normal   time  of  receipt. 

B.       Fund  Types 

The   state  of  Montana  accounts  are  organized   by  a   fund  struc- 
ture  as   outlined    in    section    17-2-102,    MCA,    for   financial    presenta- 
tion.     These  funds   have   been   reclassified  according   to  the  National 
Council  on  Governmental   Accounting    (NCGA),   Governmental  Account- 
ing and   Financial   Reporting   Principles,    Statement   1. 

The  following  fund  types  were  used  for  financial  statement 
presentation  with  notations  on  the  incorporation  of  the  existing 
Montana   fund  structure: 

Governmental     Funds— those    through    which    most    government 
functions  typically  are  financed: 

General     Fund— accounts     for     all     financial     resources     except 
those  required  to  be  accounted  for  in  another  fund. 
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Special  Revenue  Funds — account  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specified   purposes. 

Fiduciary  Funds — account  for  assets  held  by  a  governmental 
unit  in  i  trustee  capacity  or  as  an  agent  for  individuals, 
private  organizations,  other  governmental  units,  and/or  other 
funds. 

Account  Croups  ^ 

General  Fixed  Assets  Account  Croup — The  use  of  the  general 
fixed  asset  account  group  is  an  account  group  (accountability 
for  general  fixed  assets)  rather  than  a  fund.  Ceneral  fixed 
assets  do  not  represent  financial  resources  available  for 
expenditure,  but  are  items  for  which  financial  resources  have 
been  used  and  for  which  accountability  should  be  maintained. 
They  are  not  assets  of  any  fund  but  of  the  governmental  unit 
as  an  instrumentality. 

Ceneral  Long-Term  Debt  Account  Croup — This  account  group 
represents   unmatured  general   long-term   liabilities. 

The  preceding  financial  statements  am  summaries  of  all  ac- 
counting entries  made  by  the  department  in  the  Statewide  Budget- 
ing and  Accounting  System  and  may  not  include  all  entries  with 
respect  to  any  accounting  entity  as  other  departments  may  also 
make  entries  to  the  same  accounting  entities.  For  this  reason  the 
reader  is  cautioned  that  the  information  presented  in  these  state- 
ments should  not  be  taken  as  complete  information  with  regard  to 
any  accounting  entity.  Such  information  is  available  in  the  state's 
financial   statements. 

C.       Vacation  and  Sick   Leave 

Annual  leave  and  sick  leave  credits  are  earned  by  the  depart- 
ment's employees  in  accordance  with  the  state  law.  These  benefits 
to  employees  are  not  recorded  as  expenditures  until  leave  is  taken. 
State  law  permits  employees  to  accumulate  annual  leave  on  a 
calendar  year  basis  up  to  a  maximum  of  two  times  their  annual 
benefit.  Vacation  leave  credit  increases  after  10  years,  15  years, 
and  20  years.  An  employee  does  not  vest  in  the  plan  until  after 
six  months  of  service.  Upon  termination,  a  vested  employee 
having  accumulated  annual  leave  and  sick  leave  credit  is 
compensated    at    their    current    salary    for    100   percent    for    annual 
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leave  and  25  percent  for  sick  leave.  Annual  leave  and  sick  leave 
records  are  maintained  on  an  hourly  accumulated  basis  and  no 
monetary  liability  for  these  benefits  is  included  in  the  financial 
statements.  As  of  June  30,  1983,  the  estimated  liability  for  leave 
is   $2.0   million. 

D.       Leases 

The  department  leases  offices  from  the  Montana  Department  of 
Administration  for  its  central  office  in  Helena  and  from  others  for 
various  office  facilities   for  district  employees  through  the  state. 

The  central  office's  sublease  was  entered  into  on  February  28, 
1977.  The  sublease  agreement  is  for  a  period  of  20  years  effective 
November  1,  1976.  The  monthly  rental  is  based  upon  48,682  square 
feet.  The  rate  per  square  foot  is  adjusted  annually  to  reflect 
changes  in  costs  due  to  assessments,  insurance,  utilities,  and 
repairs  and  maintenance. 

The  district  office's  leases  are  generally  for  three  years.  All 
district  office  leases  have  a  cancellation  clause,  subject  to  funding 
available.  It  is  expected  in  the  normal  course  of  operation  most  of 
these  leases  will  be  replaced  by  similar  leases.  Future  rental 
payments  for  operating   leases  are  as  follows: 

Fiscal   year   ending   June    30 

1984  $      697,711 

1985  774,675 

1986  802,611 

1987  831,879* 

1 988  862,658* 
Total   Future  Rental   Payments        $3,969,534 


*A1]    district   office    leases   expire   and  will   have 
to  be   renegotiated  by    fiscal    year-end    1986. 


E.        Lease   Purchase  Agreements  -  Fixed  Assets 

The  department  enters  into  contracts  for  the  lease  or  pur- 
chase of  equipment.  These  Lease/ Purchase  Agreements  may  result 
in    the    eventual    ownership   of   the    asset    when    the    purchase   option 
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on  the  contract  is  exercised.  The  liability  for  the  Lease/ Purchase 
Agreements  has  been  included  in  the  financial  statements  with  an 
appropriate  entry  in   the  amount  of  fixed  assets. 

2.  EMPLOYEES'  RETIREMENT  SYSTEM 

Department  employees  are  covered  by  the  Public  Employees' 
Retirement  System  fPERS).  Under  the  system,  SRS  contributes 
6.2  percent  of  the  employees'  salaries  to  the  plan.  The  employee 
contributes  6  percent  of  his  gross  wages  to  PERS.  During  fiscal 
years  1982  and  1983,  SRS  contributed  $983, ^tS?  and  $1,135,861, 
respectively.  At  June  30,  1982,  the  Public  Employees'  Retirement 
System  was  determined  to  be  actuarially  sound  as  reported  by  the 
system's  actuary.  The  unfunded  past  service  cost  and  the  actu- 
arially computed  value  of  the  vested  benefits  are  not  readily 
available  for  members  of  the  plan  employed   by  the  department. 

3.  INSURANCE 


The  department  is  insured  through  the  insurance  plans 
administered  by  the  Department  of  Administration. 

4.      BUDGET   INFORMATION 

The  department  utilized  a  fixed  annual  basis  of  budgeting. 
Under  the  fixed  annual  method,  appropriations  of  specific  dollar 
amount  are  set  for  each  fiscal  year  of  a  biennium  by  the  legisla- 
ture. Appropriations  control  the  department's  financial  operations 
during  each  fiscal  year.  At  the  end  of  each  year,  the  depart- 
ment's General  Fund  and  a  portion  of  the  Special  Revenue  Fund 
appropriation  authority  reverts  to  the  fund  of  original  appro- 
priation. The  reverted  appropriation  authority  may  be  used  in  the 
subsequent  year  as  authorization   for  valid  prior  year  obligations. 

Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration   by  the   legislature. 

Budget  amounts  on  the  financial  statements  represent  final 
budgets  after  all  amendments. 
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5.  FOOD   STAMP   INVENTORY 

At  June  30,  1982,  the  Wells  Fargo  Bank  inventoried  $3,242,250 
of  food  stamps  and  $4,304,500  inventoried  as  of  June  30,  1983, 
Since  the  food  stamps  are  assets  of  the  Federal  Government,  they 
are  excluded  from  the  financial  statements  of  SRS.  Wells  Fargo 
contracts  with  SRS  to  store  these  food  stamps.  SRS  is  insured  for 
any  amount   in   storage  by  the  following   procedure: 

— Wells  Fargo  insures  the  first   $1.5   million; 

— Amounts  over   $1.5   million  are  insured  by  SRS  paying   $.25   per 
thousand  of  stamps   in   storage. 

SRS  is  accountable  to  the  federal  government  for  the  food 
stamps   inventory. 

In  addition,  the  department  had  title  to  $2,268,771  of  food 
commodities  inventory  at  June  30,  1983  stored  at  Capital  Transfer 
and  Storage. 

6.  TOTAL  COLUMNS  ON    FINANCIAL  STATEMENTS 

Total  columns  on  the  financial  statements  are  captioned 
(memorandum  only)  to  indicate  that  they  are  presented  only  to 
facilitate  analysis.  Data  in  these  columns  do  not  present  financial 
position,  results  of  operations,  or  changes  in  financial  position  in 
conformity  with  generally  accepted  accounting  principles;  neither  is 
such  data  comparable  to  a  consolidation. 

7.  ACCOUNTS    RECEIVABLE 

Governmental  Funds  -  These  represent  amounts  due  from 
individuals  and  from  provider  service  organizations  for  overpay- 
ments and   rate  settlements. 

Special  Revenue  Funds  also  include  amounts  due  for  cost 
reimbursement  of  services  provided   for  the  counties. 

For  financial  statement  presentation,  revenue  recognition  has 
been  included  in  these  statements  for  accounts  receivable.  Because 
of  the  nature  of  payments  made  by  SRS  and  limitations  placed  on 
collections  of  receivables,  a  cost  basis  must  be  maintained  in  the 
day-to-day  handling  of  receivable  accounting. 
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8.      LITIGATION 

The  department   is   involved   in   the  following   litigation: 

(1 )  Cascade  County  Convalescent  Nursing  Home,  et  al.  v. 
Department  of  Social  and  Rehabilitation  Services,  et  al..  Cause 
No.  CDV-83-867  -  This  is  a  class  action  affecting  approximately  90 
nursing  homes  in  the  State  of  Montana.  The  issue  involves  the 
amount  of  the  prospective  reimbursement  rate  which  will  be  paid  to 
the  facilities  for  fiscal  years  1984  and  1985.  A  potential  liability  of 
$3,000,000   is  at  stake. 

(2)  Montana  Department  of  Social  and  Rehabilitation  Services, 
et  al.  V.  United  States  Department  of  Health  and  Human  Services, 
Civil  Action  No.  83-1982  -  This  $1.6  million  liability  evolves  from 
the  department's  Medicaid  error  rate  exceeding  3  percent  for  the 
third  and  fourth  guarters  of  the  federal   fiscal  year   1983. 

(3)  Tony   Frownfelter  v.   John   LaFaver  et  al..    Cause  No.    84-88, 
The  court  has  issued  a  preliminary   injunction   reguiring   the  depart- 
ment   to    pay    for    approximately    $10,000    in    medical    services.      The 
issue    is    whether    the    medical    services    are    in    fact    "experimental" 
and   thus   reimbursable  under  the  Medicaid   program. 

(4)  Billings  Deaconess  Hospital  v.  Montana  Department  of 
Social  and  Rehabilitation  Services  et  al..  Cause  No.  DV-84-388. 
The  hospital  is  suing  on  behalf  of  the  patient  to  seek  reimburse- 
ment for  $10,659  of  hospital  services.  The  issue  involves  Medicaid 
eligibility   for  the  patient. 

( 5 )  Carbon  County  Health  Care  Center  and  Butte  Park  Royal 
Convalescent  Center  vs.  SRS,  Cause  No.  50096  -  The  issue  involves 
the  computation  of  the  private  pay  limitation  with  respect  to  the 
Medicaid  reimbursement  rate  for  nursing  homes.  Our  approximate 
liabilities  amount  to  $5,000  but  if  we  prevail  on  the  issue  SRS 
would  be  reimbursed  $25,000. 

(6)  Butte  Community  Union,  et  al.  v.  John  LaFaver,  Cause 
No.  50268  -  This  class  action  is  brought  on  behalf  of  all  "needy" 
people  in  the  12  counties  where  SRS  has  assumed  full  responsibility 
for  public  assistance  pursuant  to  section  53-2-801  et  seq.,  MCA. 
Plaintiff's  argument  that  SRS  pay  full  AFDC  limits  for  general 
assistance    recipients    will    cause    an     additional     $3     million     liability 
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over  the  1984  and  1985  biennium.  If  they  prevail  on  their 
challenge  to  the  constitutionality  of  section  53-2-803,  MCA  limiting 
payments  to  AFDC  rates  an  additional  large  liability  would  arise 
which  is  difficult  to  project  at  this  time.  Also  present  is  a 
42    U.S.C.    1983   action    (i.e..    Civil    Rights  violation). 

(7)  In  the  Matter  of  D.L.L.,  Cause  No.  DJ-84-020  -  This 
action  requests  an  unspecified  amount  of  actual  and  exemplary 
damages  pursuant  to  42  U.S.C.  1983  (i.e..  Civil  Rights  violation). 
It  challenges  the  department's  policies  regarding  the  investigation 
of  a  child  abuse  and   neglect   report. 

(8)  Cathy  Stevens  v.  John  LaFaver,  Cause  No.  BDV-83-1278 
This  class  action  is  brought  on  behalf  of  all  individuals  in  this 
state  who  would  be  eligible  for  AFDC  but  for  the  fact  that  they 
may  have  received  in  the  past  or  may  receive  in  the  future  a 
"lump  sum"  payment  from  a  third  party  resulting  from  a  personal 
injury  settlement  or  like  payment.  Because  the  AFDC  payments 
are  based  upon  so  many  different  variables  it  is  impossible  to 
provide  an  estimate  of  liabilities. 

(9)  St.  Vincent's  Hospital  and  Steven  Wagner,  Jr.  v.  SRS 
and  Sweet  Grass  County.  This  is  a  petition  for  judicial  review  of 
an  administrative  hearing  which  held  the  county  of  Sweet  Crass 
Medical  Assistance  program  and  the  state's  Medicaid  program  not 
liable  for  a   $74,078   hospital   bill. 

(10)  Jan  Hernandez  v.  John  LaFaver,  Cause  No.  49880  -  This 
action  requests  the  court  to  rule  the  plaintiff  is  eligible  for  AFDC 
payments  for  herself  and  two  minor  children  (approximately  $332 
per  month  plus  automatic  Medicaid  eligibility).  The  issue  involves 
the  treatment  of  Veteran's  Educational  Assistance  Grant  benefits 
when  determining  AFDC  eligibility.  A  42  U.S.C.  1983  cause  of 
action   is  also  listed. 

(11)  William  John,  Northern  Montana  Hospital  and  Blaine 
County  vs.  SRS,  Cascade  County  and  Hill  County.  This  is  a  claim 
for  payment  of  an  indigent's  medical  bills  totaling  $27,545.  If 
Cascade  County  is  found  to  be  the  county  of  residence  for  the 
indigent,  SRS  will  be  required  to  make  payment  through  the 
grant-in-aid  to  county  program  (i.e..  Cascade  County  has 
exceeded   13^   mills   for  the  year   in   question). 
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(12)  Donald  MacDonald  IV,  trustee  for  William  and  Patricia 
Jette  V.  Missoula  County,  State  of  Montana,  Cause  No.  57961  - 
This  is  a  claim  for  payment  of  an  indigent's  medical  bills  totaling 
$22,225.  if  Missoula  County  is  found  liable,  the  state  would  be 
required  to  reimburse  the  county  through  its  grant-in-aid  program. 
This  case  involves  a  challenge  to  the  constitutionality  of  sec- 
tion 53-3-103,  MCA,  which  imposes  a  300  percent  limit  on  eligibil- 
ity. If  we  lose,  a  large  financial  impact  would  result  for  other 
cases. 

(13)  in  the  Matter  of  T.L.L.  ,  Cause  No.  J-1860  -  This  action 
challenges  the  authority  of  this  department  to  limit  the  types  of 
medical  services  for  delinquent  youths  placed  in  treatment  facilities 
pursuant  to  section  ^11-5-523,  MCA.  The  amount  of  $7,500  is  at 
issue  in  this  case  but  an  adverse  decision  will  have  a  large  finan- 
cial  impact  for  other  similar  situations. 

(14)  Norman  Hobbs,  Bozeman  Convalescent  Center,  Livingston 
Convalescent  Center,  Parkview  Acres  et  al.  vs.  State  of  Montana, 
Department  of  Social  and  Rehabilitation  Services,  Cause  No.  46725. 
The  lessee/operator  of  these  three  facilities  originally  brought  this 
action  based  upon  their  interpretation  of  a  1979  agreement  with  the 
department  relating  to  Medicaid  reimbursement  for  nursing  home 
lease  costs.  Settlement  was  reached  with  the  lessee/operator  but 
the  lessor/owner  has  continued  the  action  under  his  claim  to  be 
the  "real  party-in-interest. "  Potential  liability  is  $3.5  to  $4  million 
over  and  above  what  would  normally  be  paid  through  the  life  of 
the  lease  which  ends  in  1991.  This  suit  was  settled  by  SRS 
subsequent  to  June  30,    1983   for  $75,000. 

In  addition  to  the  court  cases  listed  above  the  following  is  a 
list  of  liabilities  for  which  the  federal  government  has  issued  a 
notice  of  disallowance  but  no  money  has  yet  been  taken.  These 
cases  are  pending   before  the   U.S.    Grant  Appeals   Board. 

(1)  Title  IV-A  Foster  Care.  HHS  is  seeking  a  $35,841 
disallowance  for  foster  care  payments  made  for  ineligible 
recipients.  The  issue  involves  a  challenge  to  the  statistical  sample 
extrapolation. 
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(2)  Title  III  -  Aging  Services.  HHS  is  seeking  a  $100,579 
disallowance  for  Aging  Services  payments.  The  issue  is  whether 
SRS   "obligated"   the  funds  during   the  appropriate  fiscal   year. 

(3)  Community  Services   Grant.      Audit   report   #8-83-020   (35). 
HHS   is   requesting   the   return  of  a   $11.1    million  grant.      The  dispute 
is   whether   the   appropriate   audit    report   and    supplemental    informa- 
tion  was  provided  to  the  federal  government. 

f'O  State  supplemental  payments  for  SSI  recipients.  In 
January  197U,  the  federal  government  assumed  financial  respon- 
sibility for  a  supplemental  security  income  (SSI)  program  for  the 
aged,  blind,  and  disabled  low  income  people  in  this  country. 
Previous  to  that  date  each  state  had  their  own  program  to  assist 
those  individuals.  When  this  program  was  instituted  it  was  agreed 
by  the  states  that  any  amounts  over  and  above  that  which  the 
federal  government  was  agreeing  to  pay  to  these  individuals  would 
continue  through  supplemental  payments  made  by  the  federal 
government  but  reimbursed  by  the  individual  states.  For  example, 
Montana  paid  an  extra  $10  per  month  during  the  winter  time  than 
what  was  allocated  under  the  SSI  program.  Due  to  the  administra- 
tive errors,  which  SRS  alleges  are  the  fault  of  the  federal  govern- 
ment, numerous  recipients  received  overpayments.  SRS  had 
refused  to  pay  these  additional  amounts.  Approximately  $363,000 
is  sought  by  the  federal  government.  Subsequent  to  June  30, 
1983  this  case  was  settled.  SRS  will  pay  $162,000  to  the  federal 
government,  $90,000  of  which  has  been  paid  as  of  March  8,  198U. 
9.      CHANCE    IN    REPORTING   ENTITY 

A.  Organization   Change 

The  department  reorganized  during  this  period  -  the  Aging 
Services  Program  has  been  merged  with  the  Social  Services  Pro- 
gram and  the  corresponding  budget  and  actual  financial  activity 
are  included   in   these  statements  as  one  program. 

B.  Assumption  of  Programs 

Reflected  in  these  statements  are  expenditures  and  revenues 
resulting  from  the  department's  assumption  of  programs  that  previ- 
ously  were  administered   by  the  now  defunct  Montana   Department  of 
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Community  Affairs.  This  assumption  included  the  transfer  of 
assets  and  liabilities  from  the  previous  department  which  are 
reflected  in  these  statements.  Programs  transferred  were  Low 
Income  Energy  Assistance,  Weatherization,  and  Community  Service 
Administration   programs. 

10.      ELIMINATING   ENTRIES 

For     financial     statement     purposes     two     adjusting     entries     to 
SBAS  balances  were  made  to: 

(1)  Within  the  Special  Revenue  Funds  an  inter-entity  loan  of 
$434,350  has  been  eliminated  from  the  balance  sheet  as 
both  a   receivable  and  payable. 

(2)  Within  the  General  Fund  and  Special  Revenue  Fund, 
receivables  and  payables  have  been  eliminated  from  the 
balance  sheet  for  $9,806,228  and  $18,039,771,  respec- 
tively. These  amounts  were  internal  accounting  trans- 
actions only.  These  amounts  are  for  cash  cutoff  adjust- 
ments that  are  automatically  computer  generated  at  fiscal 
year-end  and   require  elimination. 


11.      PRIOR    PERIOD  ADJUSTMENT 

The  beginning  fund  balance  of  Special  Revenue  Funds  for 
1982  has  been  adjusted  to  reflect  an  increase  of  $38,229.  This 
adjustment  was  made  to  correct  beginning  fund  balances  to  the 
totals  as  reflected  for  the  proper  recognition  of  the  receivables  for 
local  reimbursement,  as  of  the  end  of  1981  in  the  amount  of 
$225,252.  In  addition,  a  correction  was  made  to  match  revenues 
and  expenditures  in  the  Vocational  Rehabilitation  and  Visual 
Services  programs  which  decreased  previously  reported  fund 
balance  by   $187,023. 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 


SCHEDULE  OF  FEDERAL  GRANT  REVENUE 
FISCAL  YEAR  ENDING  JUNE  30,  1983 


Program 


Grant  Award 


Revenue  In 

Fiscal  Year 

Ending 

June  30,  1983 


Department  of  Health  &  Human  Services 
WIN 

cws 

AFDC 

Emergency  Assistance 
Maintenance  Administration 
Training  IV-A 
Medical  Assistance 
Medical  Administration 
Medicaid  Certification 
Comprehensive  Screening 
Developmentally  Disabled 
Disability  Determination 
Aging  IV  -  A  Training 
Aging  III  -  C  Nutrition 
Aging  III  -  A  Administration 

&  Aging  III  -  B 
Child  Abuse 
Refugee  Resettlement 
Elderly  Feeding 

Title  XX   Block 

LIEAP  -  Block 

CSA  -  Block 

Legal  Service  &  NHO 

Foster  Care  Administration 

Foster  Care  Training 

Foster  Care  Benefits 


MT1083 
MTUOO 
MT4007 
MT4008 
MT4013 
MT403I 
MT5028 
MT5048 
MT500I 
08-D-158 
06525403 
MTDIOO 
8-AT-lO 

7033012  &  7033013 
3033011 
3033020 
8-CA-2 

83  BAMT  8100 
Letter  of  Credit 
#12-35-3033 
83-BI  MT  SOSR 
83-BI  MT  LIEAP 
83-BI  MT  COSR 
8-A-147 
1401 
1404 


297,622 

731,749 

17,034,008 

58,016 

2,114,140 

78,621 

57,815,605 

3,357,706 

116,444 

12,270 

265,030 

2,141,861 

25,000 

1,694,752 

2,193,642 
123,072 
943,629 

395,393 

8,748,858 

9,483,480 

1,814,853 

25,000 

497,301 

3,150 

1,472,988 


Department  of  Education 
Vocational  Rehabilitation 
-  110 

Department  of  Energy 
Weatherization 


06525103 


1400 


3,737,867 
1,635,508 


Department  of  Labor 
Vocational  Rehabilitation 
-  CETA 


3109 


600,156 


U.S.  Department  of  Agriculture 
Food  Donations 

Food  Stamps 

GRAND  TOTAL 


Letter  of  Credit 

#12-35-3033 
Letter  of  Credit 

#12-35-3033 


940,108 

1,687,339 
$120,045,168 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 


SCHEDULE  OF  FEDERAL  GRANT  REVENUE 
FISCAL  YEAR  ENDING  JUNE  30,  1982 


Program 

Department  of  Health  &  Human  Services 

WIN 

CWS 

AFDC 

Emergency  Assistance 

Maintenance  Administration 

Social  Services  Title  XX 

Training  IV-A 

Social  Services  Training  Title  XX 

Medical  Assistance 

Medical  Administration 

Medicaid  Certification 

Comprehensive  Screening 

Developmentally  Disabled 

Disability  Determination 

Aging  IV  -  A  Training 

Aging  III  -  C  Nutrition 

Aging  III  -  A  Administration 

&  Aging  III  -  B  Administration 
Child  Abuse 
Refugee  Resettlement 
Elderly  Feeding 

Title  XX  Block 
LIEAP  -  Block 
CSA  -  Block 
Legal  Service  &  NHO 


Grant  Award 


MT1083 
MT1400 
MT4007 
MT4008 
MT4013 
MT1128 
MT4031 
MT1228 
MT5028 
MT5048 
MT5001 
08-D-158 
06525400 
MTDIOO 
8-A-148 
7013012 
3013011 
3013020 
8-CA-2 
15MT288101 
Letter  of  Credit 
#12-35-2036 
82-BI  MT  SOSR 
82-BI  MT  LIEAP 
82-BI  MT  COSR 
8-A-17 


Revenue  In 

Fiscal  Year 

Ending 

June  30,  1982 


$ 


21,378 

709,010 

10,456,071 

334,950 

3,093,621 

1,542,122 

95,418 

23,011 

48,104,755 

2,229,122 

61,027 

'  99,500 

225,275 

1,645,068 

28,000 

1,941,617 

1,386,363 

47,000 

1,015,910 

248,365 
5,938,263 
8,447,798 

405,000 
64,378 


Department  of  Education 
Vocational  Rehabilitation 

-  110 

-  Trust  Funds 

-  SSI 
Blind  -  110 

Blind  -  Trust  Funds 
Blind  -  SSI 


06525102 
06525309 
06525709 
06525102 
06525319 
06525719 


2,669,751 

66,600 

26,562 

475,437 

5,791 

3,119 


Department  of  Energy 
Weather izat ion 


576,656 


Department  of  Labor 
Vocational  Rehabilitation 

-  CETA 
Blind  -  CETA 


1192 
1192 


671,129 
76,880 


U.S.  Department  of  Agriculture 
Food  Donations 

Food  Stamps 

Summer  Food  &  Special  Milk 
GRAND  TOTAL 


Letter  of  Credit 

#12-35-2036 
Letter  of  Credit 

#12-35-2036 


836,332 

1,069,071 

257,000 

$94,897,350 
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AGENCY   RESPONSE 


DEPARTMENT  OF 
SOCIAL  AND  REHABILITATION  SERVICES 


TED  SCHWINDEN.  GOVERNOR 


P.O.  BOX 


STATE  OF  MONTANA' 


April    30,    1984 


HELENA.  MONTANA  5 

^Pf^  3  0  i£34 

MONTANA  LEGISLATIVE  AUDlTC 


Mr.  Robert  R.  Ringwood 
Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Mr.  Ringwood: 

Attached  is  our  response  to  the  report  on  the  audit  of 
the  department  of  social  and  rehabilitation  services  for  the 
two  fiscal  years  ended  June  30,  1983. 

Our  implementation  of  post  audit  recommendations  has 
resulted  in  many  department  improvements  over  the  years. 
The  current  audit  reflects  the  progress  that  has  been  made 
and  provides  the  basis  for  additional  improvement  initiatives. 

I  am  ready  to  meet  at  the  convenience  of  the  audit 
committee  to  discuss  the  report. 

Please  let  me  know  if  anything  further  is  needed. 

Sincerely, 


O^A 


/John   D.    LaFaver 
Director 


Attachment 
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RECOMMENDATION  #1; 

WE  RECOMMEND  THE  DEPARTMENT  PROVIDE  GUIDANCE  TO  AREA  AGENCY  AND 
SERVICE  PROVIDER  PERSONNEL  WHICH  WILL  ASSIST  IN  CONSISTENT  AND 
ACCURATE  REPORTING. 

RESPONSE; 

Concur. 

The  Community  Services  Division  has  developed  a  technical  train- 
ing program  for  Area  Agency  and  Service  Provider  personnel.  The 
Division  has  a  staff  member  with  accounting  and  reporting  experi- 
ence available  to  all  Area  Agencies  and  Service  Providers  for 
on-site  technical  assistance. 


RECOMMENDATION  #2: 


WE  RECOMMEND  THE  DEPARTMENT 
A. 


B. 


IMPLEMENT   PROCEDURES   IN  THE  AGING  PROGRAM  TO  FACILITATE 
ACCURATE  PREPARATION  OF  FINANCIAL  STATUS  REPORTS,  AND 

RECONCILE  FEDERAL  FINANCIAL  REPORTS  TO  THE  STATE'S  ACCOUNT- 
ING RECORDS. 


RESPONSE: 


A. 


Concur. 


B. 


The  Community 
to  facilitate 
ports. 

Concur. 


Services  Division  has  implemented  procedures 
accurate  preparation  of  financial  status  re- 


The  Community  Services  Division  has  established  procedures 
to  reconcile  Federal  financial  reports  to  the  State's 
accounting  records. 


RECOM-MENDATION  #3: 

WE  RECOMMEND  THE  DEPARTMENT  C0I4MUNITY  SERVICES  DIVISION  ELIMINATE 
DELAYS  IN  RELEASING  AUDIT  REPORTS  TO  AREA  AGENCIES. 

RESPONSE; 

Concur. 

To  eliminate  delays  in  releasing  audit  reports,  the  Comiriunity 
Services  Division  has  established  audit  clearing  procedures  as 
part  of  the  Policies  and  Procedures  Manual  at  section  303-7. 
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RECOMKENDATION  #4: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REQUIRE  COMPLIANCE  WITH  FEDERAL  REGULATIONS  CONCERNING  FRE- 
QUENCY OF  MEALS  AND  NUTRITIONAL  CONTENT. 

B.  IF  NECESSARY,  SEEK  A  WAIVER  OF  THE  SPECIFIC  NUTRITION  REGU- 
LATIONS. 

RESPONSE; 

A  &  B.  Conditionally  Concur. 

It  is  not  possible  to  fully  comply  with  federal  regulations  and 
serve  congregate  and  home-delivered  meals  once  a  day  five  or  more 
days  a  week  for  all  seniors  in  these  programs.  There  are  not 
sufficient  funds. 

We  have  requested  clarification  of  this  point  with  the  Federal 
Government  with  the  understanding  that  not  all  programs  in 
Montana  will  be  able  to  achieve  this  goal  of  five  meals  a  week. 

We  are  assisting  the  providers  in  meeting  the  nutrition  require- 
ments. Training  will  be  provided  at  the  area  agencies  and  pro- 
gram sites  by  staff  members.  In  addition,  training  will  be 
provided  by  nutrition  specialists  during  scheduled  workshops 
being  held  across  the  state. 

RECOMMENDATION  #5; 

WE  RECOMMEND  THE  DEPARTMENT  INFORM  THE  AREA  AGENCIES  ON  AGING  TO 
ENFORCE  PARTICIPANT  ELIGIBILITY  VERIFICATION  PROCEDURES  AT  ALL 
SERVICE  PROVIDERS. 

RESPONSE: 

Concur. 

A  Policies  and  Procedures  Manual  has  been  distributed  to  all  Area 
Agencies  on  Aging  by  the  department.  It  verifies  that  recipients 
of  Title  III  Aging  funds  must  be  60  years  of  age  or  older.  The 
technical  assistance  being  provided  throughout  the  aging  network 
by  the  CSD  staff  v/ill  address  the  need  of  verifying  eligibility. 

RECOMMENDATION  »6; 

WE  RECOMMEND  THE  DEPARTMENT  PREPARE  SUPPORTABLE  SCHEDULES  OF 
LIEAP  COSTS  FROM  ITS  ACCOUNTING  RECORDS  AT  LEAST  ANNUALLY. 
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RESPONSE: 

Concur. 

A  supportable  schedule  has  been  prepared  and  future  schedules 
will  be  prepared  at  least  annually. 


RECOMMENDATION  #7; 

WE  RECOMMEND  THE  DEPARTMENT  CHANGE  ITS  REGULATIONS  TO: 

A.  REQUIRE  LIEAP  RECIPIENTS  TO  NOTIFY  THE  DEPARTMENT  WHEN  THERE 
IS  A  CHANGE  IN  RESIDENCE  OR  TYPE  OF  FUEL. 

B.  RECOMPUTE  THE  AWARD  AI40UNTS  FOR  NEW  CIRCUMSTANCES. 
RESPONSE; 

A.  Concur. 

The  regulations  referred  to  in  the  report  are  not  those  in 
effect.  Present  regulations  do  require  clients  who  move  to  reap- 
ply if  they  desire  continued  help.  Vendors  are  required  to 
return  unused  benefits  from  clients  who  terminate  service  for  any 
reason. 

B.  Concur. 

Clients  whose  fuel  type  changes  from  less  expensive  to  more 
expensive  may  reapply  for  additional  help.  We  will  require  those 
whose  fuel  type  changes  from  more  expensive  to  less  expensive  to 
notify  us  of  that  change. 

RECOMjyiENDATION  #8; 

WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  THE  FEASIBILITY  OF  REQUIR- 
ING PAYMENTS  TO  THE  VENDORS  BE  MADE  UNDER  THE  RECIPIENTS'  NAME 
AND  ACCOUNT  NUMBER. 

RESPONSE; 

Concur. 

There  are  instances  when  the  energy  account  is  in  the  landlord's 
name  but  utility  costs  are  recovered  by  him  from  individual 
clients.  We  will  investigate  the  feasibility  of  having  landlords 
sign  an  agreement  with  SRS  which  would  return  credits  to  SRS  when 
a  LIEAP  recipient  no  longer  resides  in  the  landlord's  building. 
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RECGfAMENDATION  #9: 

WE  RECOMMEND  THE  DEPARTMENT  CLARIFY  FOR  REGIONAL  OFFICES  TO  WHAT 
EXTENT  LIEAP  ENERGY  ASSISTANCE  INCOME  VERIFICATION  CAN  BE  USED 
FOR  WEATHERIZATION. 

RESPONSE; 

Concur, 

Although  the  forms  and  instructions  specify  the  extent  LIEAP 
assistance  eligibility  can  be  used  for  weatherization ,  we  will 
clarify  this  point  for  the  one  regional  office  where  there  was  a 
question.  We  will  also  emphasize  the  rule  during  our  on-site 
training  session. 

RECOMMENDATION  #10: 

WE  RECOMMEND  THE  DEPARTMENT  REOUIRE  COUNSELORS  TO  REVIEW  CLIENT 
FINANCIAL  STATUS  IN  ACCORDANCE  WITH  ITS  POLICY. 


RECOMMENDATION  #11: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REQUIRE  COUNSELORS  TO  COMPLETE  AN  INDIVIDUALIZED  WRITTEN 
REHABILITATION  PLAN  FOR  EACH  CLIENT  BEFORE  SERVICES  ARE 
PROVIDED, 

B.  ENFORCE  REQUIREMENTS  FOR  ANNUAL  REVIEWS  AND  REVISIONS  OF 
EACH  INDIVIDUALIZED  WRITTEN  REHABILITATION  PLAN. 


RECOMMENDATION  #12: 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  COUNSELORS  TO  DOCUMENT  CLIENT 
CONTACTS . 

RESPONSE: 

Concur  with  Recommendation  Numbers  10,  11  and  12. 

The  three  findings  cited  are  repeats  of  previous  findings.  Cor- 
rective action  already  taken  include  issuance  of  a  procedures 
manual  to  each  counselor,  establishment  of  a  data  base  client 
system,  staff  training  and  mandatory  supervisory  review.  Correc- 
tive action  will  continue  to  be  taken  including  staff  disciplin- 
ary action  if  results  are  not  sufficient. 
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RECOMMENDATION  #13: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  SEPARATE  ISSUANCE,  PHYSICAL  COUNT,  AND  REPORTING  FUNCTIONS 
FOR  FOOD  STAMPS. 

B.  MAINTAIN   ADEQUATE   ATP   AND   FOOD   STAMP   INVENTORY   CONTROL 
RECORDS . 

RESPONSE: 

Concur  A  and  B. 

The  counties  having  the  cited  deficiencies  have  all  been  contact- 
ed, concur  with  the  findings  and  are  implementing  corrective 
action.  We  will  continue  to  resolve  internal  control  issues 
through  our  reviews  of  county  offices. 

RECOMMENDATION  #14: 

WE  RECOMMEND  THE  DEPARTMENT  CORRECT  THE  MEDICAID  CONTROL  WEAK- 
NESSES IN  THIRD-PARTY  LIABILITY. 

RESPONSE: 

Concur. 

The  Department  has  for  sometime,  recognized  the  need  for  enhanc- 
ing the  third-party  liability  (TPL)  system.  During  the  1983  ses- 
sion, we  requested  additional  TPL  staff,  but  no  additions  were 
funded.  We  will  attempt  to  implement  the  recommendation  by 
requesting  additional  staff  in  the  1985  session. 

RECOMMENDATION  #15: 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ACCURACY  WHEN  ESTIMATING  THE 
MEDICAID  ACCRUAL  AMOUNT. 

RESPONSE: 

Concur. 

A  second  review  of  the  accrual  will  be  made  to  help  eliminate  the 
minor  math  errors  that  occurred  in  making  the  accrual  estimate. 

RECOMMENDATION  #16: 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  A  BILLING  SYSTEM  TO  FACILI- 
TATE THE  ACCURATE  PREPARATION  OF  FEDERAL  FINANCIAL  STATUS 
REPORTS . 
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RESPONSE; 

Concur. 

Improvement  of  the  billing  system  will  be  established  as  a 
project  within  SRS.  A  goal  of  the  project  will  be  automation  of 
the  system  to  the  maximum  extent  possible. 

RECOMMENDATION  #17; 

WE  RECOMMEND  THE  DEPARTMENT; 

A.  CLAIM  NON-GENERAL  FUND  PAYROLL  PROCESSING  FEES  ONLY  ONCE. 

B.  MAKE  A  COST  ADJUSTMENT  OF  $13,413  TO  THE  APPROPRIATE  FEDERAL 
PROGRAMS  FOR  DUPLICATE  PAYROLL  COSTS. 

RESPONSE; 

A.  Concur. 

B.  Concur. 

The  amount  actually  claimed  for  federal  financial  participation 
will  be  determined  and  an  adjustment  made  to  the  appropriate 
federal  reports. 

REC0MI4ENDATI0N  #18: 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  0MB  CIRCULAR  A-102 
REQUIREMENTS  REGARDING  FINANCIAL  REPORTING  REQUIREMENTS  AND  PRO- 
CUREMENT STANDARDS. 

RESPONSE: 

Concur. 

Procurement  standards  have  been  implemented  and  the  services  sub- 
ject to  the  audit  recommendation  have  now  been  contracted  using  a 
competitive  bid  process. 

RECOMMENDATION  #19: 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  A  SYSTEM  FOR  REVIEW  OF  ALL 
BLOCK  GRANT  SUBRECIPIENT  AUDITS. 

RESPONSE: 

Concur. 

Reviev;s  will  be  made  of  audits  of  subrecipients  of  Community  Ser- 
vices Block  Grant  funds. 
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RECOMMENDATION  #20: 

WE  RECOMJ^END  THE  DEPARTMENT  WORK  WITH  THE  COMPUTER  SERVICES  DIVI- 
SION OF  THE  DEPARTMENT  OF  ADMINISTRATION  TO  DEVELOP  A  FUNCTIONAL 
DISASTER  RECOVERY  PLAN  FOR  CRITICAL  APPLICATIONS. 

RESPONSE; 

Concur. 

We  will  develop  a  plan  that  details  the  SRS  priorities  for  data 
recovery  and  emergency  staffing.  Further  development  of  the  plan 
will  depend  on  and  be  coordinated  with  the  plan  developed  by  the 
Computer  Services  Division. 

RECOMMENDATION  #21; 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  CONTROL  PROCEDURES  TO 
ENSURE  ALL  INPUT  IS  PROPERLY  PROCESSED. 

RESPONSE: 

Concur. 

Edit  and  error  staff  of  the  Economic  Assistance  Division  are  cur- 
rently following  procedures  to  ensure  the  integrity  of  all  input 
transactions. 


REC0I4MENDATI0N  #22; 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  POTENTIAL  MEDICAID  FISCAL 
AGENTS  TO  DOCUMENT  IMPLEMENTATION  OF  THE  RECOMMENDATIONS  RELATING 
TO  THE  MEDICAID  MANAGEMENT  INFORMATION  SYSTEM. 

RESPONSE: 

Concur. 

The  Department  will  require  any  future  Medicaid  fiscal  agent  to 
provide  assurances  that  the  deficiencies  noted  with  our  current 
fiscal  agent  do  not  exist  in  their  system. 


RECOMMENDATION  #23; 

WE  RECOMMEND  THE  DEPARTMENT  MAINTAIN  DOCUMENTATION  SUPPORTING  ALL 
SB AS  TRANSACTIONS. 

RESPONSE; 

Concur. 
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Procedures  have  already  been  implemented  which  should  enhance 
documentntion.  We  will  make  further  efforts  to  make  documenta- 
tion more  complete. 


RECOMMENDATION  #24; 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ACCOUNT  FOR  ALL  PROPERTY  ITEMS  ON  ONE  PROPERTY  SYSTEM. 

B.  ESTABLISH  CONTROLS  TO  ENSURE  ACCURATE  RECORDING  OF  PROPERTY. 
RESPONSE; 

A.  Concur. 

Items  will  be  deleted  from  PAMS  and  PAS  will  be  used  to  input  the 
dollar  value  of  property  into  SBAS  annually. 

B.  Concur. 

Controls  have  been  established  and  will  be  enforced  to  the  degree 
possible  given  the  man  hours  available. 

RECOMMENDATION  #25: 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  ALL  ASSETS  IN  ACCORDANCE  WITH 
STATE  POLICY. 

RESPONSE: 

Concur. 

V7e  will  use  the  guidance  provided  in  this  audit  for  the  future 
recordation  of  equipment  obtained  by  lease  or  lease  purchase. 

RECOMMENDATION  #26: 

WE  RECOMMEND  THF  DEPARTMENT: 

A.  COMPLETE   THE  TAGGING  OF  ALL  ASSETS   AS   SPECIFIED   IN  THE 
MONTANA  OPERATIONS  MANUAL. 

B.  REVIEW  AND  CORRECT  THE  LOCATION  CODES  ASSIGNED  TO  ASSETS. 
RESPONSE: 

A  &  B  Concur. 

The  tagging,  checking  location  codes  and  conducting  of  a  physical 
inventory  has  been  completed  in  16  district  and  county  human 
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services  offices.   The  remaining  locations  should  be  completed  by 
June  30,  198  4. 


RECOMMENDATION  #27; 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  SEGREGATE  THE  INVENTORY  COUNT  AND  RECORDKEEPING  FUNCTIONS. 

B.  IMPROVE  INVENTORY  COUNT  PROCEDURES  TO  ENSURE  ALL  ITEMS  ARE 
COUNTED. 

C.  PROPERLY  RECONCILE  PHYSICAL  COUNTS  TO  PERPETUAL  RECORDS 
DOCUMENTING  SUPPORT  FOR  INVENTORY  RECORD  ADJUSTMENTS. 

RESPONSE; 

Concur  A,  B  and  C. 

The  Department  has  implemented  an  automated  inventory  system  to 
track  receipt,  disbursement,  and  current  inventory  of  all  USDA 
commodities.  The  staff  time  saved  as  a  result  of  the  new  system 
will  allow  for  the  separation  of  duties  in  these  internal  control 
functions. 

RECOMMENDATION  #28; 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  CLOSE  INACTIVE  TRUST  ACCOUNTS  AND  TRANSFER  THE  FUNDS  TO 
THOSE  Ol^mERS  WHOSE  V7HEREAB0UTS  ARE  KNOWN. 

B.  FOLLOW  THE  STATE  ABANDONED  PROPERTY  PROCEDURES  FOR  THOSE 
ACCOUNTS  INACTIVE  FOR  SEVEN  YEARS  WHEN  THE  OWNERS  CANNOT  BE 
LOCATED . 

RESPONSE: 

A  &  B  Concur. 

Following  is  a  report  on  the  accounts  reviewed  cited  by  the 
auditor; 

Inactive  Accounts: 

3  referred  as  abandoned  property 

3  accounts  will  be  closed 

6  accounts  will  be  held.   (These  accounts  are  for  individuals  who 

were  in  foster  care  at  one  time.   Staff  is  continuing  to  attempt 

to  locate  them  and  feels  they  will  be  found.) 
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Accounts  of  individuals  who  recently  turned  18: 

2  accounts  will  be  closed 

7  will  remain  open  as  our  agency  is  still  involved  in  the  indi- 
vidual's care 


RECOMMENDATION  #29: 

WE  RECOMMEND  THE  DEPARTMENT  EITHER  REPAY  THE  INTER-ENTITY  LOANS 
OR  ESTABLISH  A  REPAYMENT  SCHEDULE  APPROVED  BY  THE  DEPARTMENT  OF 
ADMINISTRATION. 

RESPONSE: 

Concur. 

Because  funds  are  not  available  for  immediate  repayment  of  the 
loan,  we  will  seek  the  Department  of  Administration's  approval  of 
a  repayment  schedule. 

RECOMMENDATION  #30: 

WE  RECOMMEND  THE  DEPARTMENT  SUBMIT  A  WRITTEN  QUARTERLY  REPORT  FOR 
COMMUNITY-BASED  SERVICES  TO  THE  ADVISORY  COUNCIL  AS  REQUIRED  BY 
LAW. 

RESPONSE; 

Conditionally  concur. 

Department  staff  do  report  as  requested  by  the  council.  This 
method  meets  the  needs  of  both  the  Council  and  the  Department  in 
the  most  economical  way.  Unless  the  Council  determines  it  needs 
written  quarterly  reports,  they  may  seek  a  change  in  the  law. 

RECOMMENDATION  #31: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  OBTAIN  WRITTEN  DOCUMENTATION  FROM  THE  DEPARTMENT  OF  ADMINIS- 
TRATION FOR  CHANGES  IN  CONTINGENT  REVOLVING  FUND  ACTIVITY 
AFTER  INITIAL  APPROVAL  OF  THE  FUND. 

B.  UTILIZE  THE  CONTINGENT  REVOLVING  FUND  IN  ACCORDANCE  WITH 
STATE  POLICY. 

RESPONSE; 

A.    Concur. 
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Written  authority  to  broaden  the  use  of  the  contingent  revolving 
fund  has  been  received  (April  9,  1984)  from  the  Department  of 
Administration. 

B.    Concur. 

We  will  closely  monitor  the  activity  in  this  fund  to  assure  ade- 
quate funds  are  available  to  cover  checks  written.  When  the 
first  check  computer  system  is  rewritten  (during  1984)  we  will 
attempt  to  make  provisions  to  reduce  the  activity  within  this 
fund. 


RECOMMENDATION  #32: 

WE  RECOMMEND  THE  DEPARTMENT  IMPROVE  PHYSICAL  CONTROLS  AT  THE 
COUNTY  LEVEL  OVER  BLANK  CHECKS  FOR  THE  CONTINGENT  REVOLVING  FUND. 

RESPONSE; 

Concur. 

The  Economic  Assistance  Division  will  develop  directives  to  all 
county  offices  to  insure  compliance  with  these  recommendations. 
There  are  currently  existing  procedures  which  will  be  referenced 
and  clarified  as  necessary. 

RECOMMENDATION  #33; 

WE  RECOMJyiEND  THE  DEPARTMENT  REQUIRE  DOCUMENTATION  FOR  CONTINGENT 
REVOLVING  FUND  CHECKS. 

RESPONSE; 

Concur. 

The  Economic  Assistance  Division  and  the  Centralized  Services 
Division  will  jointly  develop  directives  and  additional  manual 
material  for  the  SRS  Administrative  Manual  which  will  implement 
this  recommendation. 


RECOMMENDATION  #34; 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  THE  DEPARTMENT  OF  ADMIN- 
ISTRATION'S YEAR-END  CUTOFF  INSTRUCTIONS  TO  ENSURE  YEAR-END 
TRANSACTIONS  ARE  PROPERLY  RECORDED. 

RESPONSE; 

Concur. 
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The  problem  occurred  because  of  insufficient  information  at 
fiscal  year  end  to  allow  the  correct  accounting  entry.  The 
Department  of  Administration  will  have  a  pre-closing  report  (SBAS 
Report  411)  for  future  periods  which  will  eliminate  this  specific 
problem. 

RECOMMENDATION  #35; 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  RECORD  PRIOR  YEAR  EXPENDI- 
TURE ADJUSTMENTS. 

RESPONSE; 

Concur. 

This  practice  has  been  discontinued. 

D04/d 
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